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PREFACE 


The contributors to this Jubilee Volume of Economic 
Papers have been all students of the School; one of them 
though not a student, started his career as a Research Assis¬ 
tant in the School. Some of them hold distinguished posi¬ 
tions in life ; a few are on the staff of the School. Though 
It has not been possible to obtain contributions from several 
other past students who are competent to write, this random 
sample of the products of the School may be taken to be fairly 
representative. I have been personally associated with aU 

of them in one way or another and am glad to have the oppor- 
tumty to record my grateful thanks to them for their affec¬ 
tion for the institution in which they spent some of the best 

f °' '°>-V «d pride »i, h « 

they l°° k up lts growth My th . anks are due 

fo vri D h r , M : B - De$ai a " d K - S - Krishnaswamy 
through theTpress! “ ed,tmg ™ lume « -ing U 

Press, ^ 


School of Economics and Sociology, 
7th July 1947. 


G. N. Vakil 
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PROLOGUE 

By 


G. iV. Vakil 


The political scene in India has changed so rapidly 
during the past few months that professional economists are 
•compelled to think many times before airing their preference 
for this policy or that. Anybody who dares to speak out has 
either to jump into the fray as a “political” economist or avoid 
scrupulously all reference to these dark events. The writers 
of the essays in this volume, mostly past students of the School 
of Economics and Sociology, have preferred the latter course. 
Perhaps they will be accused of unwillingness to face facts ; 
they have braved it because they consider the chaos and bit¬ 
terness which prevail today as mere passing phases. It is 
with that conviction that they have addressed themselves 
to the several aspects of the problem with which India will 
have to grapple sooner or later, viz. the problem of “full 
•employment” consistent with canons of social justice. 


Counsel on this matter becomes involved because of 
a possible hiatus. A line of policy which ensures full employ¬ 
ment of productive resources may not in itself promote a just 
distribution of incomes. On the other hand, a levelling of 
incomes through monetary and fiscal policies might act as a 
deterrent on the volume of employment : a shrinkage in the 
demand for the product of one industry caused by the shift 
of incomes may, because of the prevailing multipliers, cause 
net unemployment of men and/or technical equipment. This 
is particularly relevant when a transference of incomes from 
higher to lower groups causes unemployment in some other 
country and raises the problem to the international plane. 
Obviously, no nation can afford such a policy of full employ- 
ment at the cost ofsome other nation. Any scheme which aims 
at full employment the world over has to have a clear cut 

u T1 ! e P ro f ximate objective would be the develop¬ 
ment of the backward areas of the world ; from the point of 

mean T? advanced industrial countries, this may 

“on in t f 2 from export to ho^-consumjZ 

twaSf Z X u “ ? 0t t0 Say that they shoul d move 
utarky , they should only reduce the proportion 
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of international to national demand for their products till 
other countries reach a level at which fair international 
interchange is possible. In the broader perspective, therefore, 
attainment of full employment would impose an additional 
obligation on the more advanced countries. They have to 
work for levelling incomes as much between nations as within 
them. Provided this condition is satisfied, the problem re¬ 
duces itself to the pursuit by each government of a home- 
investment policy which assures full employment outlay, 
buttressed by such fiscal measures as arc necessary to remedy 
gross inequalities in individual incomes. 

Admittedly there are certain limitations, conceptual 
and practical, which need to be recognised while discussing 
such a policy with reference to India. Speaking generally, 
there has not been a proper appreciation of the difficulties 
which arise from lack of perfect adaptability of technical 
equipment. While attainment of full employment depends 
largely on aggregate outlay, stability of full employment 
“must depend” as Prof. J. .1. Anjaria emphasizes “on the 
proportions in which total outlay is distributed as between 
goods maturing at different points of time.” But then, 
who is to decide this distribution between investment and 
consumption outlays and how ? Should it be a Central 
Planning Authority deciding arbitrarily, or should it be the 
individual consumer on a free maiket ? An fond this is the 
question of the efficacy of the competitive price mechanism 
for allocating productive resources. While history has proved 
the inadequacy of such a mechanism, there arc still some 
who would have us believe that if only the price mechanism 
were rehabilitated and rendered flexible, it would stabilise 
full employment. Apart from the unreality of a perfectly 
competitive price mechanism, it has been demonstrated by 
Prof. Lange (in the monograph reviewed below by Mr. 
K. S. Krishnaswamy) that rigidity of certain prices would 
not be such an unmixed evil as these economists make it out 
to be. It would thus have to be a compromise between the 
free market in which prices arc sensitive to capricious changes 
in supply and demand, and the cast iron authoritarian economy, 
if a “proper” distribution of outlay is to be achieved, “proper 
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in the sense of approximation to the esteem values prevail¬ 
ing in society. It is possible as Dr. Rao points out that the 
question of violence might intervene and the compromise 
arrived at may have to respect some pet prejudices of the 
community. 


II 

Evolving such a compromise in India, as elsewhere 
consists partly in correcting the economic structure which 
has become warped and inconsistent with the essential social 
values as a result of accident and incompetence in the past, 
and partly in replacing it with another through better plan¬ 
ning and administration. Difficulties met with in the process 
of resettling war personnel arc an indication of the lopsided 
growth of employment during the war years. Dr R M 
Kay suggests how a switch-over can be arranged which will 
serve the larger interests of the country. But it is not iust •. 
quesuon 0 f finding employment to the demobilised army or 
factory-personnel ; that would be even less than a palliative 
for the malady that afflicts India. YVhai we need is a scheme 

wk m ab ' C ' b0diCd PC,SOnS wh0 are willi "g «° 

lopment of InH "° "7 ° U ‘ CXCept ,hrou S h Planned deve- 
opment of Indtan agriculture and large scale industrializa- 


P«rficX^ ld o&» ,, to r ^ effi r ca a cVo fl ? = spe V c e fi agriCUltUral 

ss,as r? f " " 

•ors, even when aericuwT mCOme t0 the cultiv a- 

bringing downthfco"u of'ZT,™ ^ 

tionately. Clearly the cc't uric t '° n m ° rC tllan P ro P or - 
in parts! and ^ t* ^ 

ducts is bound to create difflculties-lin JZ ™. Pr °' 

surplus stocks or of bottlenecks in nmrl * ^ CIther of 

production and incomes via prices Prof Da t ? 

mends a system of statutory forward nrir Dant ' vala rec °m- 

tory payments by Government in j P CCS Wlt ^ com Pensa- 

prices fall , below these prices In erde^'t Whenever actual 

P CS ‘ m order to assure stability 
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in the employment of resources, it will be necessary to see 
that agricultural costs fit into the general pattern of costs 
in the society. There could be no such adjustment so long 
as the moneylenders and absentee landlords are allowed 
to squeeze the blood oul of the cultivators. We want a dras¬ 
tic and imaginative reform of the land systems in India, says 
Dr. M. B. Desai, so that the available land may be utilised 
better by more farmers. But as Dr. Desai points out even 
the most compact of agricultural policies would leave the 
problem of rural employment half solved ; there is bound to 
be a spill-over which must be absorbed by industries, large 
and small. 


While it is agreed that industrialisation should form 
the core of planning for New India, bitter controversy rages 
on the political question of state-ownership of industries 
and the moral question of violence and human degradation 
that form part of factory life. In thc'-c feuds, the economic 
question of managerial efficiency has almost been ignored. 
Mr. G. L. Mehta, himself a reputed businessman and admi¬ 
nistrator, focusses attention on the woeful dearth of mana¬ 
gerial personnel ; and whether the industries are nationalised 
or not, this fact has to be faced here and now. All our plans 
might be wrecked because of this bottleneck in the supply 
of efficient managers for our industries. We have to have 
obviously, some method of measuring efficiency in manage¬ 
ment—if we should reach our target of maximum industrial 
production with minimum waste of resources. The most 
obvious index of efficiency in an enterprise economy is the 
volume of net profits ; but with an impending transition 
from enterprise to planned economy, the volume of produc¬ 
tion per unit of management would perhaps be a proper 
index. However, so long as there is a private sector of indus¬ 
try, the profit index would, as Mr. M. C. Munshi has pointed 
out, serve a useful purpose. It will assist the Government 
in deciding the rate at which industrial profits could be taxed 
without damping investment ; such a levy should just mop 
up what Mr. D. R. Samant terms “surplus” profits—i.c. 
“profits which are neither needed for maintaining the supply 
of investment nor are likely to induce its expansion.” Other- 
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wise, either governmental or private investment will be less 
than what it could be, with deleterious effects on employment. 


Ill 

Clearly this applies to the whole gamut of taxation, 
debt and currency policies which would form part of “func- 
ttona! finance” in India. Not all monetary wizardry can 
conceal the fact that the governments cannot provide in the 
near future all the sums we need for planning. Because 

PaUC ! ty, - J Dn Lakdawala argues that much 

pends on deciding which investment projects should be 

wiMt! « Gove r rn I ments and when. ‘‘If this job is done 

r n 1’i win n h nces K, fmure wiI1 be much easipr ,0 ™" a sc, 

det;:;'e„ b t e P c. b ' e ,o spare much iarger — f ° r 


nr ,,. As ' Um . lns ‘ hat a properly co-crdinaled development 

latine r °' ^ P° lici « —d a” 

2 ;' nd " ar,al,sln g '"vestment in the required manner 

Treasury MueneV" markC ‘ “ SUSCC P tible '» 

nAt „ , . e - in India, the enormous increase in 

SSST 

capital market * entpm * ln a nonc " to o-well organised 
pool of speculation ” CCame * bubble on a whirl- 

fouled the system is'seen by thebe' H° WMCb thiS P ° is0n has 
say eagerness—with whirh^ a dme$s one could almost 

investors have promoted XT* “ Wel ' ^tutional 

control of capital isTuefhasTot hT t^T™- Wa ^e 

has suffered, in Mr Parrish's ,he des,red effect. It 

a part of wider integratedrconomTc^nl'^J by n01 bcin g 
carrying cut its limited functions with r nd Par,]y by n0t 
explains the lopsided developmenTnf ; " Y * Ve S , Cnsc ' This 
the country. Banks and k ^° lnt stoc ^ hanking in 

lished and worked with just one 1 ™] 1 ^ 0 ^ h , aVC been cstab " 
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Mr. Malustc thinks that the proposed Industrial Finance 
Corporation would be of some help. It would perhaps be 
able to persuade institutional investors to invest more in the 
long-term capital market than in commercial paper. The 
mere establishment of such a corporation will not suffice 
when business morality is at its lowest ebb. Compulsion 
becomes inevitable, and a start has been made in the direction 
of strengthening the hands of the Controller of Capital Issues 
and the Reserve Bank of India. The provisions of the Banking 
Bill recently introduced in the Central Legislature with a view 
to arming the Reserve Bank with extensive powers are exa¬ 
mined below by Mr. Nadkarni. 

Whether all that has been done and proposed will create 
an efficient capital market in the country is more than one 
can say. The odds, unfortunately, are not in favour of such 
a development. We are up against a situation studded with 
imponderables ; low business morals ; half-baked ideas of per¬ 
sons who are in a position to influence policy ; and prevail¬ 
ing uncertainty in the political sphere, along with insecurity 
of life and property. True, it would serve no purpose to 
evolve a cut and dried economic policy for the country at the 
present juncture. But one could at least strive towards 
ridding the common man of his apathetic attitude and per¬ 
suade the businessman to take a broader national outlook. 
Certainly that is no small task, nor can it be achieved in a day 
or by a handful of men ; we may all have to struggle long 
for it. It is this realisation of the immensity of the task 
which gives a sort of unity to the series of articles in this 
volume. Would it be too much to hope that they will con¬ 
tribute, ever so little, towards clearing the debris which so 
greatly oppresses India today ? 


I—EMPLOYMENT 



THE LIMITATIONS OF FULL 

EMPLOYMENT 


By 

J. J. Anjaria 

It tends to be assumed, in more popular discussions at 
any rate, that the main, if not the only, end of economic policy 
is full employment. Thus, what to the Classicals was a by¬ 
product of the optimum distribution of available resources, 
has come to be the major preoccupation of present-day 
economists. Nationally, as well as internationally, “high” 

if not full employment has come to be accepted as almost 
an article of faith. 


Like most economic doctrines,the doctrine cf full employ¬ 
ment has its limitations. The object of this paper is to 
emphasize some of them and indicate the dangers of equating 
the economic problem to the problem of securing and main¬ 
taining full employment. 


That the depression and unemployment of the 'thirties 
must be avoided admits of little doubt. As a League of 
Nations Report 5 rightly puts it : “We for our part do not 
believe that men and women, when the war is over, will 
tolerate an organisation of society under which those who are 

• nX10US » t0 T W ? rk -**- a re deprived of the oppor- 

Hm L f d0, r n l S0 ' II 15 neccssar V, however, to realise the 
imitations of the very concept we are using and also of the 

po.icies that can be designed to secure the objective in view 


II 


The concept of full 
tion with business cycle 


employment was evolved in ccnnec-* 
analysis. It has been defined with 


1 Report of the Delegation on Economic 


Depressions, Part I, Page V. 
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reference to labour; full employment is taken to mean just 
full employment of labour. 1 he assumption behind this was, 
natural enough in the context, that there was plenty of unused 
equipment and excess plant capacity, so that setting labour 
to work would automatically mean setting these other factors 
to work as well. 

Clearly, therefore, recommendations as to policy based 
on this logic cannot bodily be applied to conditions as in India 
where the resources to be combined with labour are potential 
rather than actual. For such underdeveloped countries, 
although a cyclical depression can be disastrous and must 
be guarded against, the main problem must be conceived 
of in terms of development rather than of full employment. 

Even for industrially advanced countries, however, 
the limitations of the full emplo>mcnt policy arising out of 
the initial assumptions and the peculiarity of the contemporary 
approach to such problems have to be borne in mind. 

During the war, full and even over-full employment 
was attained by the major belligerent countries ; Germany, 
in fact, attained full employment by 19.15 through her arma¬ 
ment boom. This means that although at one time, depres¬ 
sion and unemployment seemed to be intractable problems, 
they are capable of solution. Keynes’ contribution was to 
show that granted a certain over-all direction and control 
of the State, the problem of moving on from a position of 
slump, whether cyclical or chronic, to one of prosperity could 
be managed within the general framework of—what at any 
rate looks like—a capitalist society. In fact, in retrospect 
it now looks as though getting out of a state of less than full 
employment to that of full employment is an easy matter. 
You have partly to raise profit expectations and partly to 
supplement and even supplant the profit motive by suitable 
monetary and fiscal means. The real trouble is that (a) for 
underdeveloped countries such full employment does not 
mean anything like a full utilisation of their economic poten¬ 
tialities and ( b ) for developed as well as underdeveloped 
economics, the prosperity thus secured might turn out to be 
only precarious. 


THE LIMITATIONS OF FULL EMPLOYMENT 


(o) That full employment for labour need not mean a 
full utilisation of a country’s undeveloped resources is by 
no means surprising. In the “General Theory” Keynes 
assumes explicitly as given “the existing skill and quantity 
of available labour, the existing quality and quantity of 
available equipment, the existing technique, the degree of 
competition, the tastes and habits of the consumer, the dis¬ 
utility of different intensities of labour and of the activities 
of supervision and organisation^ well as the social structure 
including the forces.... which detei mine the distribution 
of the national income.” 1 Building up a country industrially 
and commercially is a problem on a different plane altogether. 
It presupposes a favourable monetary and fiscal policy, but 
it demands, as in the case of India, a much wider economic 
and sociological attack aiming at an alteration of basic con¬ 
ditions, technological and psychological, assumed to be con¬ 
stant in the full employment analysis. 


(b) The relevance of inelasticities of supply on account 
of the heterogeneity and lack of interchangeability of resources 
was pointed out by Keynes himself when discussing the possi¬ 
bility of prices and wages rising before full employment was 
reached. 2 Developing this point, though from a different 
angle, Kaldor* stressed the limitations of full employment 
in view of what he called “two technical peculiarities of modem 
industrial societies,” viz., the complementarity of the factors 
of production and their specificity. Since, in the short run, 
the proportions in which factors can be combined are more 
or less fixed and since equipment is limited, full employment 
m an industry would connote full employment either of equip- 

ZT" ,° f labour > out P ut becoming inelastic at the point of 
full employment of either of these. The specificity of factors 

olacTinT that , eX P ansion in «onomic activity should take 

andlabo,r neS Ff USe ‘ he exis,in S of equipment 
and labour. For, if monetary expansion leads to an increased 

1 Page 245. 

2 “General Theory,*' Page 296 

ftc lW." arlid ' ' mhlCd “>* Full Employment’ ’ Economic Journal, 
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demand for types of equipment and labour not currently 
available, it would involve readaptaticn, high costs and low 
productivity. Wartime experience in India is a striking 
illustration of the limitation on increased output imposed 
by both the above factors. Industrial output increased by 
about 20 per cent ; agricultural production remained more 
or less inelastic. The peak in most lines was reached by 
1942-43, later years registering considerable setbacks, 1 in 
spite cf continued monetary expansion. 

But more serious than these bottlenecks limiting the effi¬ 
cacy of a full employment programme is the danger that in. 
the process of attaining full employment, investment goods 
industries would probably have expanded to a scale which 
cannot be maintained for any great length of time except by 
means cf stringent controls. This is because of the fact that 
under the existing industrial system, fluctuations in such indus¬ 
tries are always greater than in the consumption goods indus¬ 
tries. Once, therefore, we visualise the problem as of full 
employment overtime rather than at a point of time, theClassical- 
Austrian problem of maintaining a balance between the ex¬ 
pansion of consumption goods industries and production 
goods industries so as to evolve a time structure of produc¬ 
tion in more or less close correspondence to the community’s 
distribution of expenditure over time as between the output of 
these becomes just inescapable. To quote Kaldor again, it 
is not enough to act on the liquidity preference or the mar¬ 
ginal efficiency of capital ; the propensity to consume has to 
be regulated, not just cnce for all but continuously. 

The full employment equilibrium of wartime is not stable 
exactly because apart from the fact that it is associated with 
more than the optimum total expenditure, it docs not conform 
to the peacetime distribution of the community’s demand 
between different types of consumer goods and also between 
consumer goods on the one hand and capital goods on the 
other. The necessity of controls during and after the war 
follows directly from this factor. 


1 Reserve Hank of India Bulletin, January 1947. 
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Since Keynesian analysis emphasizes the monetary more 
than the real aspect of the savings-investment-income proces¬ 
ses, it seems to give inadequate consideration to this problem. 
It seizes on the fact that there is underutilisation of capacity 
in consumption goods industries as also in capital goods indus¬ 
tries during the depression and proceeds to show how both can 
be stimulated simultaneously. The main problem is the 
creation of a certain aggregate of effective demand. This 
ought to be done preferably by stimulating investment, but 
it could be done by advancing money to consumers on any 
pretext, in reward, say, for digging holes in the ground and 
filling them up again, so that monetary demand is pushed up. 
Problems of “forced” saving or of maintaining a time structure 
of production which corresponds more or less to the “volun¬ 
tary” distribution of the community’s income stream over 
time do not worry Keynes, for, although he stressed dynamic 
factors like expectations, his analysis is in essence static, pic¬ 
turing adjustments as instantaneous with no need for “dating .” 1 


Could we, then, conclude that in the Keynesian way 
o thinking, any distribution of resources between consump¬ 
tion goods industries and capital goods industries would give 
a stable position of full employment equilibrium ? Such an 
mterence or charge—would appear to be unwarranted, 
tor in order to perpetuate astate of “boom” or “quasi-boom ” 

- f ynes recomm ends a progressive reduction of the rate of 

S ° b , rin § about 3 “euthanasia of the rentier;” 

taxation’of 7 1Ca . P ° llcy of stimulating consumption through 
taxation of large incomes and inheritance ; and thirdly ‘‘a 

omewhat comprehensive socialisation of investment.’^This 

sy em V aUho^h a >H reaChin ? Change in the s ° ci »<=conomic 

sta f °- CS n0t mvoive socialism in sense of 

State ownership of the instruments of production. 

logic C the t ^ntfi?l ff r enCe in assum P tions > or a difference in 

between ^eepdn^^ip fuTemnl^ ™ ^ t0 choosc 

if we attain k^Ltw e ™P lo V m ent by Keynesian means, 
- ta n that way, and keeping a close watch through- 

1 Haberler : Prosperity and Depression (1941 edition), p. 249 . 
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out in the Classical-Austrian manner cn the right relationship 
between the distribution of expenditure and employment 
in the consumption goods industries and capital goods indus¬ 
tries, retaining throughout the consumer’s choice in respect 
of the use of income he has at his disposal. A considerable 
part of the differences of opinion as between, broadly speaking, 
the orthodox school and the Keynesian school could thus be 
explained in terms of the sort of socio-economic arrangements 
which the two visualise as evolving any way or as worthy to 
be evolved by deliberate policy. While the more orthodox 
among economists assume the decisions to save and to invest 
to remain with private individuals during the upward phase 
and throughout, this socialisation of investment which Key¬ 
nes ends up with enables him to dispense with this aspect 
of the problem. Now, it has always been understood that 
given a “sufficient” amount of socialisation, the trade cycle 
could be eliminated. The problem really is to discover 
whether the maintenance of full employment is compatible 
with individual enterprise in which state regulation is marginal 
and corrective in the main. 

Arguing along similar lines, Sir William Beveridge dis¬ 
tinguishes between what he calls a “policy of public works” 
which he considers inadequate—and “a policy of full employ¬ 
ment.” 1 The former is conceived as marginal and correc¬ 
tive ; the lattci is a policy of “socializing demand,” 2 though 
not production necessarily. 

This is not to suggest that the Keynes-Beveridge policy 
is unsound ; the point is : full employment implies the accep¬ 
tance of centrally directed investment, if nothing more. For 
a country like Britain which accepts national ownership of 
vital industries, this acceptance may raise no difficulty. But, 
it is certainly doubtful if other countries like the U.S.A. 
which subscribe to the full employment creed accept this prin¬ 
ciple of “socialising demand,” as Beveridge puts it, or “a 
somewhat comprehensive socialisation of investment,” as Key¬ 
nes expressed it. For practical policy, whether the incipient 


1 Full Employment in a Free Society, p. 202. 

2 Ibid, p- 
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business recession in the U. S. A. over the next few month* 
is going to be a mild one, as is generally expected, or of a catas¬ 
trophic type, as some are inclined to believe, will probably 
be of great significance to the futurcoutlook of the industrially 
advanced countries on the trade cycle problem and policy. 


It appears from the above that the approach to econo¬ 
mic pioblems with full employment a- the central objective 
is of only limited practical significance and is, theoretically, 
somewhat misleading. It proceeds on certain very special 
assumptions, true of highly industrialised countries in a parti¬ 
cular phase ; the low or diminishing marginal propensity to 
consume, the reluctance of labour to accept a lower real 
wage through a reduction in money wages, an interest rate not 

responsive to or effective on profit expectations, and, iu 
addition, a high elasticity of supply. 

new emphasis on the principle 
of effective aggregate demand which determines, so to say 
the pitch at which theeconomic system works. That monetary 
under-consumption can thwart economic progress by a pro- 
“° f att ™ 10n > characterised by lower investment, lower in¬ 
comes and frustrated savings all round is, indeed, a valuable 
addition to our knowledge of the relationship between mone 
tary and real phenomena in the complex economic systTml 

impo^^rf p^f^s^uLI^h " g ‘° , emphaSi2e thc 

penditure which ^needed for M 11 ° U *J a ’! ° r ex ‘ 

as well as internationally, the stability of'fnll Na * lonaI, y> 
must depend on the proportions in , u 1 Cm P lo yment 
distributed as between aoods ml, ’ ‘ hc '° tal outla V * 

time, so that investment and consullhll™ P °' ntS ° f 
lowing the desired pattern And this u StCp ’ fo1 ' 

classical analysis right back'in the 'centre 71 p S “ 

that t h eC ccoti'olst C ’s 0 funcll'real r tolatyte^l'condid(-)iix 
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of economic (suitably defined) welfare and that this presup¬ 
poses taking into due account the two main criteria of prospe¬ 
rity, viz., real income consumed and real income produced. 
The third criterion, namely, full employment would be a 
good index during the depression phase, when improvement in 
this respect would involve more or less all-round expansion. 
Even so, unemployment is a function not merely of the general 
economic situation but also of the rigidity of wages which, 
In turn, depends on the strength of trade union organisation, 
the attitude of the State and such other institutional factors. 
Further, in under-developed countries, as we have seen, the 
immobility of labour is so great that a slump would manifest 
Itself in extensive ‘‘disguised" unemployment and/or even 
harder work tc maintain incomes in the face of a sharp fall in 
prices.’ All in all, the approach to economic problems in 
terms of full employment seems to be no more than a symp¬ 
tomatic treatment rather than a fundamental diagnosis. 

Real income consumed and real income produced remain, 
therefore, the basic criteria of prosperity. The two diverge 
by the amount of additions to or drawings upon the capital 
resources cf the country. It is possible, as for the U. K. in 
wartime, to draw upon one's investments and maintain con¬ 
sumption, as it is possible, and may indeed be desirable, say, 
for purposes of development, to restrict real consumption 
and add to the future real income produced. A close 
analysis of these magnitudes and their variations would give 
a dependable picture of the economy ; the problem of employ¬ 
ment would then appear as one essentially of matching the 
demand and supply of labour by a proper handling of indus¬ 
trial location, labour training and mobility of resources. 

VI 

If the reasoning above is correct, it follows that the some¬ 
what excessive pre-occupation of the mid ’thirties with econo¬ 
mic aggregate rather than with relative valuation will have 
to be corrected in favour of the latter. It is true that the ana¬ 
lysis of relative values does not exhaust the economist’s func- 


1 Habcrlcr : Prosperity and Depression, pp. 2G0-261. 
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tion which remains, to use an old-fashioned definition ol 
Cannan’s : Why all of us arc as well off or ill off as we are 
and why some of us arc better off or worse off than some- 
others. It is not as if we have, first of all, a theory of Out¬ 
put and Employment as a whole , and, then, a Theory of Value 
and Distribution analysing the allocation of given scarce re¬ 
sources as between different uses. The two must go hand 
in hand, since different uses or alternatives open relate as much 
to the vertical as to the horizontal allocation of resources. 
Some passages in Iveync’s “General Theory'’ seem to suggest 
that the classical theory of value and distribution comes into 
its own only after the point of full employment equilibrium 
is reached and that it is, therefore, a special ease. On scru¬ 
tiny, this does not appear to be a sound position. Keynes's 
theory has been developed on the assumption’ that tin- rates 
of remuneration of the different factors of production which 
enter into marginal cost all change in the same proportion 
as the wage-unit,—a device to assume away, for the time being, 
the problem of relative changes. But, essentially, this is not 
a problem that can be taken up separately or after full employ¬ 
ment has been attained ; for the total output and employ¬ 
ment on the one hand and the maximisation of available re¬ 
sources at each stage on the other arc so intertwined that the 
pursuit of one at the expense of the other is bound to upset 
the analysis worked out in terms of either. The “General 

rheory” thus provides a necessary corrective anda supplement 
o the classical analysis ; it is by no means a substitute. 


Im f’ 

joined the staff of the School in iq*q Since Hrinhllll u * Socioh fy> 
*** I'M h University to the'&natinnal U'XsiZ 


1 Ge ncral Theory, p. 295. 
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K. S. Krishnasyvamy 

In a mixed economy, the success of a full employment 
policy would depend upon factor prices being responsive to 
changes in governmental outlay, and factor supplies to prices. 
If the sector in which prices arc initially affected by govern¬ 
mental demand is large enough, and if the pi ice variation is 
considerable enough, a tendency on the part of factors of 
production to move would be checked partly by an increase 
in the supply of factors of production and partly by a rise in 
factor rewards in the other sectors. This would doubtless 
depend on several conditions being satisfied. While the size 
of governmental outlay is important, the speed and magni¬ 
tude of adjustment of prices of factors of production necessary 
to bring about full employment vary in accordance with the 
value of the investment multiplier. Monopolistic and monop- 
sonistic elements in the community arc one damping in¬ 
fluence; a low marginal propensity to consume is another. 
Other things remaining equal, governmental outlay would 
tend to add less to aggregate effective demand (and therefore 
employment) the greater is the average degree of monopoly 
in the community. For, assuming that some factors of pro¬ 
duction are in excess supply an increase in governmental 
demand for goods in the production of which these factors 
are used will create initially an excess demand for these goods 
at the prevailing prices. If these prices rise, there would 
eventuate a diminution in the excess supply of factors of pro¬ 
duction ; the increased outlay would then constitute the in¬ 
come of factors hitherto unemployed—provided no mono¬ 
polistic and/or monopsonistic surpluses accrue in the process. 
It may also be presumed in these circumstances that the margi¬ 
nal propensity to consume of those to whom incomes accrue 

is sufficiently high. 

1 Being a review of Price Flexibility ami Employment by Oscar Lange* 
(Principia Press. Bloomington, Indiana, li>44, pp. 114). 


PRICE FLEXIBILITY AND EMPLOYMENT 


1<> 

On this argument, effectiveness of governmental policy 
would be judged from the approximation of the realized 
market mechanism to conditions of perfect competition. 
Given perfect competition, for total stability of equilibrium 
of the system it is essential that there should be neither excess 
suppiy nor excess demand anywhere in the system relative 
to a determinate set of prices; also, these prices should be 
sufficiently sensitive to render any excess supply or demand 
self-limiting. It would then appear that maintenance of 
full employment amounts to maintenance of a stable equili¬ 
brium at a certain set of prices—including the “price” of 
money. If this is accepted, prolonged unemployment of 
resources would be an evidence of rigidity of one or more 
prices in the system ; and governmental policy designed to 
achieve full employment will have to have as its objective 

c S c C n rigi ? it,CsJ Are we then to conclude 

hat the problem of full employment policy is just a problem of 

maintaining prices which arc sensitive to changes in (govern¬ 
mental) demand? This may be said to be the question which 
o^cu^es the background of Professor Lange’s brilliant mono- 

ever there *%£ ££££?? * if h fa " S when - 

cess demand for the good” [ r ‘ ses whenever there is ex- 
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would bo self-limiting. But this implicitly assumes that when, 
say, an excess supply of a factor causes a price-fali, the aggre¬ 
gate effective demand in the system is unaffected ; otherwise 
there is no reason why the price-fall should eliminate excess 
supply. It is against this scverence of the connection be¬ 
tween aggregate effective demand and prices that Lord Keynes 
protests. While it is a perfectly valid assumption in regard 
to an individualistic analysis, it does not hold for an aggrega¬ 
tive analysis. Once this connection is recognised, it would 
be argued that certain price-rigidities arc more stabilising 
than otherwise—for instance, inflexibility of money-wages 
in the Keynesian set-up. “The reduction in money-wages 
will have no lasting tendency to increase employment except 
by virtue of its repercussions cither on the propensity to con¬ 
sume for the community as a whole, or on the schedule of mar¬ 
ginal efficiencies of capital, or on the rate of interest .” 1 And 
“a moderate reduction in money-wages may prove inade¬ 
quate while an immoderate reduction might shatter confi¬ 
dence even if it were practicable ." 2 

Secondly, the role of money in aggregative analysis 
is not just a passive one of serving as a mum-raire, so that 
repercussions of price-variations would be confined to the 
supply and demand-schedules of goods and services only. 
Relative to any set of prices, demand for money is determined 
as much by a preference-schedule in which, amongst other 
things, time is significantly involved as by the supply of goods 
and services at those prices. It will therefore be essential 
to consider the demand for money as arising from both current 
and speculative transactions . 3 Analytically, it would still 
be possible, if need be, to consider the demand for money 
for speculative purposes as equal to zero ; the prices existing 
on the market at any moment would be supposed to continue 

1 Kevncs : General Theory , p. 2f>2. 

2 Ibid, p. 207. 

3 Keynes uses the word “speculation” to denote “the activity of forecasting 
the psychology of the market” (op. cit. p. 158). This is too wide for our purpose, 
since we are concerned with transactions the motive behind which is the expecta¬ 
tion of a price-change, rather than a discrepancy between the esteem-ratios 
nnd current exchange-ratios of goods and services. (Cf. N. Kaldor. RES 
1 939-40, p. 1). 
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in the future also. 1 Butin practice, this would be unjustified, 
as price-expectations would be in a continuous state of flux. 
Since governmental policy has a necessarily monetary bias, 
it will be essential to relate it to price-expectations as much 
as, if not more than, to current relative prices. Stabilizing 
price-expectations may then be considered as a desideratum 
and iliis would argue in favour of maintaining some price- 
rigidities at least. 


Thirdly it is based on the conviction that perfectly com¬ 
petitive market behaviour is compatible with private organi- 
zation of large-scale production ; price-rigidities are taken 
as indications of failure of the competitive process rather than 
of capitalistic mass-production. This is not borne out by 

5Z„ ti MOn ° PO K 15 !" evitablc wherever technological con¬ 
siderations weigh heavily on the side ortbe large-scale produc¬ 
ing cihTt Wlt1 ’ SUCh mon °P° lic ". more or less of pricc- 
inflex.bihty obtains somewhere in the system. Liquidation 

the vo n Z 0 e e? f t0 SCCUrC flc . xibiU,y of P rices would strike at 
the volume of output and therefore of employment To 

mafepmsiblen'T’ bh Capita ‘ istic enter P ris0 should 
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stability of equilibrium of the system. It derives its force 
from the negative argument that competition has little chance 
of surviving under a capitalistic organization either. 

So, any study of the relation between price-flexibility 
and employment will have to recognise these implications. 
Changes in the levels of income, propensity to consume, 
the state of expectations, monopoly power and capitalistic 
growth need to be considered vis-a-vis changes in prices. 
It is particularly in respect of these that Professor Lange’s 
book is most helpful. 


Ill 


Three repercussions of a change in the price of a factor 
of production are recognized by Prof. Lange, as a result of 
which an excess supply (“under-employment”) or an excess 
demand (“bottleneck”) might be eliminated. Suppose there 
is under-employment of the factor and its price falls ; a conse- 

marginal value product 
qucntial d.screpancy between the rat.os-^.^ factor c ^7 

of each of the factors leads to an “intra-temporal 
substitution effect,” causing the excess supply of the other 
factors, whose prices fall. The marginal cost schedule of 
output is thereby lowered, so that on the profit-maximisation 
assumption, there is an “expansion effect” to restore equality 
between marginal revenue and marginal cost of output. 1 
Simultaneously with these two effects, there maybe an “ inter¬ 
temporal substitution effect”—based once again on the profit— 
or satisfaction—maximisation assumption, in the form of 
substitution either between money and assets, or between 
assets of different durability. 2 Since inter-temporal substi¬ 
tution depends on discounted future prices, it is convenient 
to consider this effect while examining the role of expectations 
and uncertainty in Lange’s system. 


] This would amount to the equation of price with average cost of product 
under perfect competition. 

2 “Assets” as defined in Marschak : Money and the Theory of Assets, 
liconometrica 1938, p. 313. 
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The possibility of an expansion effect brings money 
directly into the picture. An excess supply of one factor 
resulting in the excess supply of others thereby causing a fall 
in the prices of all of them, must lead to an increase in the 
demand for all of them if there is to be an expansion of output. 
This is merely a concomitant of the change in the real value 
of cash balances held by (in this connection) the entrepre¬ 
neurs, who promptly set about substituting goods for cash 
balances (i. e. money) or vice versa as the case may be. When 
this happens in respect of all commodities—that is to say when 
for a fall in the general price-level goods are substituted for 
money and for a rise money for goods—there may quite con¬ 
ceivably arise an excess supply or demand for cash balances.’ 
The possibility, therefore, of changes in the demand for a 
factor as a result of the change in the demand for cash balances 
must be reckoned, in contradistinction to changes in demand 
lor the factor which are due to variations in price-ratios. 2 


in the pVkx-tv«‘f K m 'T- ,ak< “ n , in “ rCa !V tcrms and “corrected” lor cha 

SSjcTXS* P? CCS - , In ° rdcr ,hat r , a I demand for cad? balance 

and fall as prices rise quam.ty of money should increase as prices fall 

froin"oin**indHference^curve **to'" mnul**** Ca ^f S a betiwm movement 

curve. For instance 1, a,loth ? r , and along -it. indifference 

each being an*increasimr* fi m?.•"° F- rfcc “ y s »bstitutable factors, the price of 
S increasing function ol ns excess demand. With a given quantity 

ofmonev.an exciss supply 
ol one factor causes its pri¬ 
ce lo fall; because of per¬ 
fect substiiutabilitv the 
price of the other factor 
need not fall, as long as 
expansion ol output ispos- 
sible. In the adjoining 
figure. I j and I 2 are is¬ 
oquants; N! m, m, m 2 
and N2M3 are“isocost” 
curves— i.e.y curves indi¬ 
cating service combina¬ 
tion that have the same 
money costs. The common 
tangent points Pj, p.> 
and P3 are minimum 
cost positions, respectively 
■or (i) ihc old output at 
the old prices of M & N; 
(») the new output at the 
altered price of M and 
(111) the old outpul at the 
altered price. 
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Hcoce Lange's monetary effects :“Wc shall say that the mon¬ 
etary effect is positive when a proportional fall of all prices 
causes a substitution of goods for money and a proportional 
rise of all prices induces a substitution of money for goods. 
When the opposite happens, we shall say that the monetary 
effect is negative. Finally, the monetary effect will be said 
to be absent , when there is neither substitution of goods for 
money norof money foi goods” (p. 7). This specific treatment 
of demand for cash balances presumes definite expectations, 
with elasticity of expectations equal to unity, so that there 
is no inter-temporal substitution between money and goods. 
With the help of this postulate, Lange is always in a position 
to explain excess supply somewhere in the system by excess 
demand somewhere else. 1 So that, in its most general form, 
Lange’s system includes, amongst others, those of Lord Keynes 
and Professor Hicks ; these two systems are derived, res¬ 
pectively, by considering certain excess demand functions as 
homogeneous of zero degree in certain prices, and by making 
all elasticities of price expectations equal to unity. 


The importance of the monetary effects is enhanced by 
inter-temporal substitution which arises as a result of matching 
the current price against the discounted present value of the 
expected price of the factor. Barring uncertainty,* there 
arc two elements of significance here viz., the (subjective) ex¬ 
pectation of the price at the end of a certain period of time, 
and the rate of interest on a loan of that duration which 


1 \ case in point is Lange’s explanation of equilibrium with the ■Keyne¬ 
sian “involuntary unemployment” (p. 6n). U u " ‘ If 2SZSS Is waived 
supplv of labour is infinitely elastic up to the point °V U ' 1 f C | X? 1 V arLsinVou! of 

for cash balances at the prevailing prices. ^There is 

SKSSSS 3.V 

(19*44) pp. 05-00. 

2 Sec below, p. 15 . 
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gives the discount factor. 1 Given the rate of inteicst, inter¬ 
temporal substitution would be in accordance with the elasti¬ 
city of expectations, and would affect the real demand for 
cash balances by a postponement or speeding up of purchases 
and sales. If the current price rises, when elasticity of ex¬ 
pectations is greater than unity ; or if cun cut price falls 
when elasticity of expectations is less than unity ; the dis¬ 
counted present value of the expected price is higher than 
the current price. There will ensure a postponement of sales 
and a speeding up of purchases—in Hawtrcy’s terminology, 
a “release of cash”—reducing the real demand for casli balan¬ 
ces. A price-rise with elasticity of expectations less than unity 
or a price-fall with elasticity of expectations greater than 
unity, would cause an “absorption of cash,” and increase 
the real demand for cash balances. When the elasticity of 
expectations is equal to one, there is no inter-temporal substi¬ 
tution. Since elasticities of expectations may be different 
in different markets, the net effect of inter-temporal substitu¬ 
tion on the real demand for cash balances is taken. “When 


the net effect is to vary the real demand for cash balances 
in the same direction as the change in current prices, we 
snail say that price expectations arc prevailingly inelastic. 
Correspondingly, we shall say that price expectations are 
prevailingly elastic, or of unit elasticity, when the net effect is 
to vary the real demand for cash balances in opposite direc¬ 
tion to the change in current prices, or not to vary it at all” 
(pp. 22-23). Since this net effect might raise or lower the 
real excess demand for cash balances, the possibility of “under¬ 
employment” or “bottleneck” situations arising out of inter- 
temporal substitution has to be recognised. 


rates 


In t«o cases, a fall in the general price level, interest 
^remaining equal, would cause inter-,emporal substitu- 


pectcd price is qt = B t p t , where Bt is the ? lcd prcscnt value of the t 
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tion in the opposite direction to intra-temporal substitution 
and expansion effects, as can be seen below : 


Current 

price-level 

Intra-ieinporal effects 
cause real demand lor 
cash balances to 

Expectations are 
prevailingly 

Inter-temporal 
substitution 
causes real 
demand for cash 
balances to 

1 

I \ti) Falls 

diminish 

inelastic 

t 

diminish 

ll>) 

y y 

of unit 
elasticity 

remain equal 

[ < ) 17 


elastic 

increase 

II (a) Rises 

increase 

inelastic 

increase 

\b) 

i • 

of unit 
elasticity 

remain equal 

(c) 

% % 

elastic 

diminish 


Intra-temporally the monetary effect is positive, which 
is hampered by inter-temporal substitution then price-expec¬ 
tations aic prevailingly elastic. This has to be remedied by 
appropriate changes in the real quantity of money, that is by 
the -‘responsiveness” of the monetary system. The system is 
said to be responsive, neutral or unresponsive according as 
the real quantity of money changes by an amount greater 
than, equal to or less than the change in the real demand for 
cash balances (p. 23)'. If a positive monetary effect should 
be assured, whatever the elasticity cf expectations—so that 
under-employment of a factor is removed inevitably by a 
price-fall—the monetary system itself should be capable of a 
good deal of adaptability. For “(prevailingly) elastic price 
expectations require a responsive, whereas (prevailingly) 
inelastic price expectations require an unresponsive mone¬ 
tary system. (Prevailing) price expectations of unit elasticity 
require a monetary system which is responsive when prices 
arc falling and is unresponsive when prices are rising” 
I'pp 23-24—Paranthcses added). This is Lange s General Rule, 


I When ilnre is no change in the real demand for cash balances, the mone¬ 
tary system is responsive, neutral or unresponsive according as the increment in 
the real quantity of money is >//< o (Incidentally, the inequalities in ni 
]>. 2\i have been wrongly printed). 


3* RICE FLEXIBILITY AND EMPLOYMENT 


27 


to which he attaches considerable importance. It makes out a 
case for monetary management, and in Lange’s opinion “the 
adoption of a monetary system, managed according to the 
General Rule.. is the first condition cf economic stabi¬ 

lity in our times” (p. 86). 

This conclusion is not affected if the assumption of con¬ 
stant interest rates is waived. When, e.g., there is a fall in 
the price-level, the real earning power of assets (bonds) whose 
redemption price (at the end of the time-period which is 
considered) is fixed in terms of money increases. The real 
demand for these assets increases which, unless counter¬ 
balanced by an equivalent increase in the real supply of such 
assets, causes their price to rise—which means a fall in the 
rate of interest on bonds of that duration. Consequently, 
the discounted value of the expected price rises, and adds 
to the relative attraction of current price for purchasers and 

of future price for sellers. If, therefore, the monetary system 
is such that a fall in prices always causes a positive monetary 
effect when interest rates arc unchanged, reaction of interest 
rates to price-changes will, if anything, buttress the stabil¬ 
ising forces in operation. It is only when the monetary 
effect itself is destabilising-i.e., when the real excess demand 
tor cash balances varies inversely with price variations- 
. ^t * chan S e >» the rates of interest contributes towards 


anvwherfH' fl ** lblllty ° f pnccs ’ therefore, under-employment 
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With the help cf there “effects” Prof. Lange examines 
an amazing array of models, proceeding gradually from the 
closed, perfectly competitive “static” economy to the open* 
imperfectly competitive, “dyn imic” economy ; and then to 
an examination of the “progressive” state—that is to say a 
state in which propensities to consume, capital accumula¬ 
tion and methods of production are themselves liable to charge 
along with everything else. The shift to a closed “dynamic” 
economy with monopolistic competition isachieved with nothing 
more than a few corrections, (i) Definitely expected prices 
arc replaced by a most probable price, in the discounting of 
which a risk premium is allowed, (ii) Equilibrium is rede¬ 
fined so that it is disturbed by monopolistic under-restriction 
and over-restriction instead of by excess demand and excess 
supply. 1 (hi) Marginal revenues, marginal expenditures, 
and their expectations replace prices and price-expectations. 
Subject to these corrections, the conclusions reached eailier 
in regard to the stabilising influence of positive monetary effect 
are true in this connection also. 

When, however, oligopolistic and oligopsonistic ele¬ 
ments intervene, the conclusions reached for monopolistic 
and monopsonistic situations do not hold, because a fall in 
the price of a factor may merely raise the difference between 
price and marginal cost, by reducing the marginal cost while 
the price of the product remains unchanged. Equilibrium 
in an oligopolistic market being dependent precariously 
either on correctly conjectured reactions or on agreement, 
firms forming such a group are constrained to observe a certain 
“discipline” in regard to their price and output policies. 
The three “effects” may therefore be thwarted because of the 
fear of initiating a disastrous price-war. 

Similarly, international trade would be a stabilising 
influence if the international market is atomistic and if the 

1 In tin- rvcni ol monopsony, over-restriction corresponds to excess demand 
and under-restriction to excess supply. What holds lor monopoly and monop- 
Sony holds for monopolistic and monopsonistic competition also, (ote ne i- 

section.). 
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internal market “is not subject to too strong negative mone¬ 
tary effects and too elastic effective price-expectations” (p. -1H). 
If, on the other hand, the international market is non-atomistu , 
the position is indeterminate. The effect of price-flexibility 
•would depend upon (i) the effect of international reactions 
on the real quantity of money in the internal market and 
fii) the possibility of monetary systems which automatically 
adjust themselves to effects of international trade. The 
atomistic and non-alomistic international markets arc thus 
parallel to non-oligopolistic and oligopolistic internal markets. 
Except, thcicforc, when oligopolistic and/or international 
reactions intervene, the General Rule could be taken as the 
guiding principle for evolving policy. 

Prof. Lange then proceeds to show how changes in the 
propensity to consume and in investment opportunities leave 
the conclusions, in the main, unchanged. An interesting 

emnIn an?C V n 1^° d . ,SCUSsion ° f of price-flexibility Oil 
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innovations. “Under oligopsony they (i.e. innovations) tend 
rather to be factor-neutral, and under oligopoly there is a 
definite tendency for innovations to be factor-saving.... 
We know that oligopsony and oligopoly may thwart the effect 
of excess cash balances on the demand for factors of pro¬ 
duction. Irrespective of the nature of the monetary effect 
oligopoly provides a fertile soil for the growth of permanent 
‘technological unemployment 1 ” (p. 82). 

V 

The foregoing bare summary docs less than justice to 
the beauty and amazing subtlety of Professor Lange's thesis. 
To try to compliment him on this superb intellectual achieve¬ 
ment would be presumptuous ; merely to admire its magni¬ 
ficence would be jejune. It is, however, with a certain amount 
of trepidation that one attempts to pay a student’s tribute 
to a master, to indicate a few obscurities—for, is it not possible 
that the defect lies in the eye that sees rather than the thing 
seen ? 

(1) Uncertainly : As against a definitely expected price 
in the static state, the entrepreneur is confronted with “a 
probability distribution of the possible values of the expected 
price” (p. 29). The mode and the (practical) range of pro¬ 
bability distribution provide the most probable price and 
the degree of definiteness with which it could be expected. 
The difference between the most probable price actually 
expected and “the equivalent price expected with certainty” 
constitutes the risk premium (p. 31). Whence follows, when 
price expectations are subject to uncertainty the effective elas¬ 
ticity of expectations which is “that value of the elasticity 
of expectation of the effective expected prices which is obtained 
when the risk premium is deducted from the (discounted) 
most probable price” (p. 32). All propositions about inter¬ 
temporal substitution based on elasticity of expectations are 
valid, mutatis mutandis , in respect of effective elasticity of 

expectations. 

Lange’s definition of “uncertainty” is restricted because 
it is concerned with anticipations of changes in price only- 
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‘‘Subjective uncertainty” is thus divorced from ”technological 
uncertainty” which is very summarily treated in a foot note 
subsequently (p. 71 n2). Nor does he make sufTicient allowance 
for anticipations of changes in the probability distribution 
itself; he is concerned with a probability distribution. The 
principal parameters of the probability distribution arc thus 
single-valued. The non-static state differs from the static 
to the extent that definite price-expectations arc replaced by 
a probability distribution, other things remaining equal. If 
this condition is not satisfied, the determinateness which 
uncertainty is supposed to endow upon the economic hori- 
z on is vitiated—e.g., due to uncertain “elasticity of reaction” 
°.he discount factor corresponding to changes in current 
prices. It is because of this indcrtcrminatcncss that flexi¬ 
bility and adaptability arc “built into” plant. When the 
parameters are not single valued, inter-temporal substitution 
cr maMmisaUon of (discounted) yields from assets cannot 

iec,a,Ins fr ° m ,bc cfrectivc elasticity of ex- 
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market set-up. But the term is likely to be taken to mean 
insufficient restriction of supply at a price offered by the pur¬ 
chasers and therefore construed as excess supply. It would 
perhaps have been more appropriate to equate monopolistic 
under-restriction with excess supply, since the rise in price 
which follows is due not so much to excess demand as to reduced 
supply. 


Apart from the terminological objection, the argument 
itself is open to a criticism. Faking, e.g., a monopsonist 
in the factor market, there is monopsonistic under-restriction 
when he buys more than the equilibrium amount, and this, 
in Lange’s terminology, is parallel to excess supply under 
perfect competition. The raison d'etre of such under-restric¬ 
tion is to icstore equality between the ratios of marginal 
value productivity to marginal expenditure of the several 
factors of production by reducing the proportion (and the 
price) of that factor relatively to others. This adjustment 
is different from the adjustment which takes place on a per¬ 
fectly competitive market where, as a result of excess supply 
of the factor, the price falls. There a consequential excess 
supply of other factors arises because the price “happens 
to have fallen” from the point of view of each of the firms ; 
intra-temporal substitution is due to the behaviour cf each 
of the Finns as if prices were quite independent of its activities. 
Whereas from the point of view of the monopsonist the price 
does not “happen to have fallen”. The price-fall is brought 
about by the firm, and the firm is aware that a substitution 
of this factor for the others would again raise the price of that 
factor—which would hinder rather than help the restoration 
of equality between the marginal productivity ratios. There 
is thus no reason why monopsonistic undcr-iestriction of one 
factor should lead to monopsonistic under-restriction of other 
factors—so long as the facto, in the market for which such 
under-restriction originates is neither a complementary nor 

a limitational factor. 


(3) Positive Monetary Effect : By working throughout 
with factors of production in respect of which the elasti¬ 
city of substitution is presumably greater than zero, Lange 


PRICE FLEXIBILITY AND EMPLOYMENT 


•i.# 

gets round the troublesome case of “inferior” goods. This- 
is by no means a serious simplification since an “inferior’’ 
factor of production could arise only when it happens to be 
specific and limitational factor used in the production of 
an “inferior” product. The same advantage is derived In 
Lange’s definition of the “positive monetary effect”. But in 
this case, the glossing over of the case with which money 
can pass from the category of “superior” to that of “inferior” 
goods needs examination. 

For, elasticity of expectations is the crucial factor in thh 
connection, and a change in it may render money “inferior.” 
When, e.g., expectations are prevailingly clastic, as during 
the upward phase of the cycle, a rise in current prices instead 
of increasing the real demand for cash balances rather reduces, 
it because of inter-temporal substitution. This inter-temporal 
substitution may be so strong as to swamp intra-temporal 
substitution and expansion effects, thereby causing a negative 
monetary effect. A similar possibility arises during the down¬ 
ward phase of the cycle ; that is to say, except prior to the 
turning points where expectations tend to be prevailingly 
ineastic, the probable monetary effect h negative rather 
an positive Thus Professor Lange’s several models which 
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lie in the manipulation cf the rate of growth itself, buttressed 
of course by anti-oscillation programmes. This would clearly 
require the treatment of change as a continuous process 
in time, of institutional factors not as parametric constants 
but as random variables. While building on the founda¬ 
tions laid by Lord Keynes and Professor Hicks, Professor 
Lange seems to have overlooked the essential fact that they 
presume the revivified capitalistic society, and evolve their 
theories against that social pattern. Against that back¬ 
ground the propensities to save and to hold money are very 
true and very powerful determinants of economic behaviour. 
But to credit them with all-time potency is to ignore alto¬ 
gether the effects of changes or of expectations of changes 
in the institutional pattern on the budgetary policy of the 
individual. 


Mr. A*. S. Krishnaswamy, M.A.,was temporary Lecturer in Economics 
in the University School of Economics and Sociology , Bombay, during 
1946 - 47 . He has proceeded to London for advanced studies as a Government 

of India Scholar. 


SOCIAL SECURITY IN INDIA 

By 


S. I). PlJ.VKKAR 

The XXYIth Session (Philudr Iphia, I !M I ) of the* Ii.trm.i- 
tior.al Labour Conference passed the following resolution 
concerning social security in Asiatic counlrir* : - 

“Whereas the proposals for the promotion of social 
security before the Conference are for the most part 
inapplicable to Asiatic countries such as India in their 
present stage of industrial development; and 

“Whereas the Asiatic Member States constitute a 
la. ge part of the world with vast populations which 
should not be excluded from .Ire benefits of the proposed 
measures for the promotion of social security having 

labour Orea C ■ T* ^ PUrp0SCS of “““ ‘'.tei natiomd 

naDoui CJiganisation ; 

• <<T , hc Conference recommends that an Asiatic 
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class of industrial proletariate had not yet emerged, that 
piece-meal proposals of' social insurance upset industry, that 
medical practitioners were too few, that morbidity and other 
statistics on which social insurance schemes were to be based 
were practically absent and lastly the migratory nature and 
rural character of Indian labour were not conducive to social 
insurance measures. Most of these objections either had 
not, or if they had, they have now lost, the force that impedes 
any social progress. The systems of joint family and of charity 
are decaving fast ; a distinct class of industiial workers has 
come into permanent existence ; while the present-day migra¬ 
tion of workers to villages during periods of illness and confine¬ 
ment may be taken rather as the cause than as the effect of 
the absence of social insurance. Some other circumstances 
arc also favourable for the introduction of social insurance 
in India. Legislation compelling employers to lay down 
standing orders for their employees has already been on the 
statute, while that about minimum wages is on the anvil. 
The Health Survey and Development Committee (Bhore 
Committee) have made certain valuable recommendations, 
which if carried out, will facilitate the success of social security 
measures. The end of World War II has rendered surplus 
a large quantity of medical equipment and a large number 
of medical personnel, which can well be utilised for social 
insurance schemes. Greater and better industrialisation 
and a well-planned all-India social security scheme will en¬ 
able to solve the problem of post-war unemployment and desti¬ 
tution to a great extent. The introduction of social insurance 
for our industrial workers may thus form a major part of the 
poliev of social and economic reconstruction in a post-war 
period, because an important section of Indian population 

will be covered thereby. 

In most of the industrially advanced foreign countries, 
the notion of social security seems to have its origin in craft 
<nl ilds and in the friendly societies, which tried to meet the 
common risks by mutual action. Such action, which may be 
called “mutual insurance,’’ was voluntary and covered only 
. t limited number of highly skilled and highest paid workmen 
in the best organised trades. Mutual insurance is also one 
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of the three methods of trade-unionism. 1 In ancient India, 
the craft guilds, which had developed to a remarkable extent, 
did utilise the method of mutual insurance to cover the social 
and economic risks. 2 However, these guilds lost their exis¬ 
tence long before modern industry made its appearance in 
India and hence they could not serve the purpose achieved by 
the craft guilds of Europe. Modern trade unionism in India 
is still weak and hence the method of mutual insurance lias 
not yet been adequately developed. Besides, the growth 
of Indian industry, which has beer, rather irregular, owes a 
good deal to the initiative and enterprise of non-Indian entre¬ 
preneurs. The field was open, the prospects were bright ; 
while labour was poor and plentiful. The profit-making 
motive of the employer made him generally blind to the 
necessity of keeping his labour contented, stable and loyal, 
by means of welfare schemes. At the same time, the idea 
that labour welfare is a social duty, had not been realised. 
All these factors are responsible for the absence of social 
assistance, which practically means the absence of any notable 
schemes of welfare and relief in our industrial field. The 
schemes of social assistance, though they tend to be narrow 
as regards their scope and organisation, help to pave the 
way for social insurance. 


In the absence of any initiative either from the trade 
umons or from the employers, the responsibility naturally 
falls on the thud party-the State. In countries like Germany 

was tn H T ltam / C * aSk ° f " ,c S,atc 111 this ‘•espect 
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a field practically untrodden befcic ; there is hardly any 
precedent lor guidance or any basis on which a structure 
can be built. The only guide, under these circumstances, can 
be the experience of foreign countries in this field. A study 
of the schemes of social insurance in foreign countries shows 
that the branch of social insurance, which generally appears 
first is a simple employer's liability law, which produces its 
effects with a minimum of Go\ernment intervention. 1 In 
India, this elementary stage in social insurance was taken 
in 1923, when employers in certain industries were made 
liable to pay compensation for industrial accidents and 
occupational diseases under the Workmen's Compensation 
Act (Act VIII of 1923.). 

The next notable legislation in the field of social insurance 
lelates to maternity benefits, which arc covered by various 
Provincial legal enactments. The first measure was the 
Bombay Maternity Benefit Act of 1929, which has been 
followed by similar enactments in all Provinces, except 
N.W.I'.P. and Orissa and in some of the major Indian States. 
The Central Government also enacted an Act (The Indian 
Mines Maternity Benefit Act) to cover the female workers 
working in Indian mines. 

The third and the most important step is being taken 
now. A Unified Scheme of Social Security to cover Health Insurance 
Maternity Benefit and Employment Injury has been already 
published in the Indian Labour Gazette (June 1945, pp. 395-401). 
Legislation based on the provisions stated therein is being 
enacted ; the Workmen's State Insurance Bill was intro¬ 
duced in the Legislative Assembly on 6th November, 1946. 
The origin of this scheme, which has now assumed some con¬ 
crete form, was in the year 1927, when the 10th session of 
the International Labour Conference adopted the Sickness 
Insurance (Industry, etc.) Corvention and Recommenda¬ 
tion. However, the progress since then was rather slow and 
irregular and though some tentative schemes were suggested^ 
the problem did not assume any appreciable importance 


1 I. L. O .—Approaches to Social Security . p. 23. 
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till the publication in 1941 of the Report on Health Insurance 
for Industrial Workers by Professor B. P. Adarkar, who was 
specially appointed as an Officer cn Special Duty to draft 
this Report.' This Report was discussed in the Sixth Labour 
Conference and the proposals were later modified in the 
light of the suggestions made by Messrs. Stack and Rao, 
the two I.L. O. experts who visited India at the im itation of 
the Government of India. 2 The Unified Scheme thus evolved 
after mature consideration of a number of experts has served 
as a basis for the Workmen’s Stale Insurance Bill ol 1910. 
The principles embodied in this Bill lay down the foundation 
on which social security in India is to be built. These prin¬ 
ciples need be studied in the light of the salient features 
found in the national laws on social insurance in foicign 
countries. 

A study of sickness insurance laws in foreign countries 
brings out the following important tendencies 3 : 


(l) There is a steady movement from voluntary to 
compulsory system of insurance. 



The scope, though it is restricted by age, income, 

nature of occupation and degree of industrial 

development in the country, is gradually expanding 

covering more persons, more branches of insurance 
and more occupations. 


(3) Increasing emphasis is placed upon medical rather 
than cash benefit, i.e. more on restoration and 
prevention than on compensation. 


(1> U T u X1Pan f 0n in thc varie *y of medical 
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(5) The costs arc met primarily from employers’ and 
workers’ contributions and to a small extent from 
the tax funds. 

(6) Administration of the Fund, though supervised by 
the State, is generally in the hands of non-profit- 

g making associations, having representatives cf in¬ 
sured persons and employers. 

(7) Social insurance is a part of public health but in 
many countries there is a sharp demarcation be¬ 
tween the two. 


These are but a few, but important, tendencies found-in 
sickness insurance legislation. Judged from these tendencies, 
the Workmen’s State Insurance Bill seems to be a step in the 
right direction. We shall have a brief analysis of its main 
provisions in the light of the tendencies mentioned above. 


( 1 ) Compulsion in Social Insurance —Compulsory social 
insur ance was first introduced in Germany in 1883 and since 
then almost all systems have generally contained compulsory 
leaturcs It is now an agreed fact that social insurance, if 
it istobe sound and effective, should be made compulsory. 
Voluntary insurance was tried and in some cases was even 
subsidised ; but it failed because of its restricted scope, scat¬ 
tered membership,unsound finances and fluctuations as regards 
benefits and contiibutions. Compulsory insurance on the 
other hand has come to stay because of its ever-widening 
scope large definite membership and funds and adequate 
knowledge of the extent of risks to be covered. For these 
reasons any scheme of social insurance, if it is to be practic¬ 
able and useful, will have to be compulsory. 


(o) Scope —The extension of social insurance is possible 
i, many directions: (a) branches of insurance to be covered 
(h) occupations or industries to be included, (c) number of 
nersons to be insured, (d) extension of benefits, etc. The 
order in which the several branches of insurance are devel¬ 
oped depends on the degree of urgency attributed to each 
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branch and also on the comparative difficulties of the admin¬ 
istrative problems involved.' We have already seen how 
a'simple employer’s liability law is generally the first stage 
in social insurance. Sickness insurance with its local ma¬ 
chinery for maintaining close contact with the insured and 
with a medical service available for all physical risks, is the 
next branch to be established. 2 The Workmen’s State Insur¬ 
ance Bill covers three risks—sickness, childbirth and em¬ 
ployment injury. The grouping together of these three risks 
is caused not only by the fact that already some provisions 
regarding workmen’s compensation and maternity benefits 
exist in our legislation, but also by the fact that common 
medical service can be made available for these three bran¬ 
ches of insurance. The scheme thus attempts not only to 
co-ordinate the existing provisions of social insuiancc with 
sickness insurance but also to set up a medical service that 
can be the basis of medical side of social security in India. 


The order in which industries or occupations arc covered 
by insurance depends upon a number of factors such as the 
severity of risks, development and prosperity of undertakings 
m that particular industry, the degree of corporate feeling 
and organisation among the employees. Insurance is gene¬ 
rally first established in dangerous occupations such as mining 
and seafaring. Industry, transport and commerce, as organ¬ 
ised branches of economic development soon follow. In 
Ind.a, however, the first elass of workers to be covered 
seems to be factory employees, though miners and seafarers 

schemes ^ ° ^ mSUrcd not ln disUlut future under separate 
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factory workers, including contract labour, will be covered 
by insurance. The Sickness Insurance (Industry, etc.). Con¬ 
vention of the L. L. O. lays down that the compulsory insurance 
system shall apply to manual and non-manual workers, 
including apprentices employed by industrial undertakings 
and commercial undertakings, outworkers and domestic 
woikeis. The recommendation on the same topic says 
that Sickness insurance should include within its scope without 
discrimination as to age or sex, every person who performs 
work by way of his occupation and under a contract 
of service or apprenticeship. Compared to these provisions, 
our scheme appears to go a sufficiently long way as regards 

its scope. 

The I. L. O. Convention on sickness insurance allows 
the following exceptions as regards its scope : 

(a) Temporary workers, casual employment not for 
the purpose of the employer’s trade or business, 
occasional and subsidiary employment ; 

(b) Workers whose wages or income exceed a specified 
income limit ; 


(c) Workers who are not paid a money wage ; 

fd) Outworkers whose conditions of work arc not of 
like nature to those of ordinary wage-earners ; 


i'c) Workers below or above specified age-limits ; and 

(f) Members of the employer’s family. 

These arc, however, matters of detail and can well be 
studied when the provisions arc finalised, i.e. when the Act 
comes into force. Not only these exceptions clue to age-limits, 
w age-limits, charactci of employment and family relationship 
with the employer will have to be studied but also other 
details such as those regarding apprentices, nationality, 
existing medical benefits, labour in Indian States, etc. 
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(3) Medical Aspect —Compulsory social insurance lias a 
three-fold function : (a) Compensation dor the* injury suf¬ 
fered), i b) Restoration I of the* earning capacity of the insured 
person), and ic) Prevention (of the risks, i.e. accidents, 
sickness and invalidity). However, their lias been an increas¬ 
ing tendency to give preference to restoration over compensa- 
tion, the main aim being to restore health and working cupuc ity 
of the worker. Compensation no doubt is reejuired to c<*m- 
jjcnsatc for the loss of the wages during the periods of in< apa- 
c it\ , however, it is slowly giving way to restoration and pre¬ 
vention. In India, both the Workmen's Compensation .Act 
and the various Maternity benefit Acts giant only cash com¬ 
pensation and have not provided fot anv medical benefits 
The Workmen’s Slate Insurance Hill ' i s an important 
advance in this direction as it intends to set up a separate 
machinery for medical care to be provided by provincial 
health authorities ; this medical care will comprise medical, 

surgical, obstetrical and simple dental treatment at dispensarv, 

omc or hospital and the supply of proper and sufficient 
medicines and surgical appliances. The 1. L. O. Conven- 
icm on Sickness Insurance lays down that the insured person 

fni °C charge lo medical treatment bv a 
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insured person should contribute not only because of the 
direct benefits he gets, but also because he can claim them 
by right as distinct from relief) ; he can also have thereby 
a moral right to share in the management of the Fund. Em¬ 
ployer's contribution is justified not only because he is res¬ 
ponsible for the welfare schemes in his undertakings but also 
because he get 1 " certain advantages, direct or indirect, from 
successful working of such schemes. The same can be said 
of the public authority, whose duty it is to keep the industrial 
classes contented and efficient. 1 he problem “which parties 
can and should contribute to the resources ol the insurance 
funds” is, however, not so complicated as the other problem 
“what should be the share of each" 1 lie Workmens 
State Insurance Bill divides the workers into six wage-classes 
based on the ranges of daily earnings and lays down both for 
employers and employees definite rates of contributions. 
Employer’s share is to be greater than that of the worker in 
all cases. It is possible that these rates may be modified 
before they are finalised into an Act and hence a detailed 
studv at this stage may not prove useful. I he State Central 
Government) will not only guarantee the solvency of the Fund, 
but will also contribute at least for the first few years, two- 
thirds of the cost of administration. I he provincial govern¬ 
ments, who are supposed to be benefited by this scheme, 
are to contribute one-third ol the cost of the medical caic. 
All other normal expenditure is to be borne by the Fund, 
whose income will mainly be derived from employers’ and 
workers’ contributions. 


(5) Administration —According to the I. L. O. Conven¬ 
tion, “sickness insurance shall be administered by sclf-go\ern- 
ing institutions, which shall be under the administrative 
and financial supervision of the competent pcibliG aiitliority 
and shall not be carried on with a view to profit.” I he Con¬ 
vention further says that the insured persons shall participate 

in the management of the self-governing insurance institutions 

or conditions prescribed by the national law. H°wc\c , 
the administration “may be undertaken direct \ } * c a 

where and as long as its administration is rendered difficult 

or impossible or inappropriate by reason of nationa con i 
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tions, and particularly by the insufficient development of the 
employers’ and workers’ organisations." This last provision 
is of some particular relevant e in the case of India. At 
the same time, as the Recommendation saws, the insured 
persons being those who are the most directly interested 
in the working of the insurance scheme should, through elected 
representatives, have an important part in the management 
of the insurance system. 


Under the Indian scheme, the administration of social 
insurance is to be controlled by a statutory autonomous 
corporation to be set up under a Federal Act. The executive 
of the Corporation will be a Central Hoard, which will be 
assisted by Regional Boards and Local Committees. The 
representation given to various interests (State, employers, 
employees, medical profession, etc.) on these bodies will show 
the extent of self-government, i.c., administration of social 
insurance by employers and the insured workers. The parti¬ 
cipation of the worker in the administration of the Fund is 
necessary, because (a) as a person getting direct benefits, 
he is interested in the satisfactory working of the organisa¬ 
tion and specially in its financial stability, t'b) normally he 
contributes a part of his wages to the Fund, ic) he is in the best 
position to know his own social and economic conditions, 
and (d) its participation makes him morally responsible and 
teaches him the elements of social insurance and industrial 
h>giene, thus facilitating preventive measures. The parti- 

budinTd T T ployCr p justified because he pays his eontri- 
“ a50 because he may assist better management. 
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ancc system can best be co-ordinated and centralized at the 
time of its creation. Experience of many other countries 
has proved that serious administrative problems are created 
by the admission of pre-existing, private insurance bodies 
into a field created by government compulsion. The federal 
form of the Indian Government provides the ground for a 

centralised machinery, with brandies in Provinces. It thus 

* 

provides the best method of giouping, viz., the territoiial 
grouping of the insured workers, whereby the Provinces, which 
at present manage then own labour matters, can serve as the 
territoiial units. There are two more happy features about 
our administration. Separation of powers between super¬ 
visory authority (i.e. the Central Government) and the admin¬ 
istrative and the risk-bearing authority i.e. the Corpora¬ 
tion) can produce considerable real advantages. Lastly, 
the Corporation set up is an autonomous, non-commercial 
(i.e. set up for non-profit purposes) organisation with provision 
for reserve funds. 

The difficulties about our administration arise because 
of the fact that the functions of social insurance have been 
divided under Central and Provincial jurisdictions. For 
example, under tlie Government of India Act, 1945, social 
insurance falls in the Concurrent List. Part II, with the result 
that administrative authority is largely vested in the hands 
of the Provinces. In view of centralisation and administra¬ 
tive convenience, the best way is to set up a statutory corpora¬ 
tion under a special Act of the Central Legislature. Another 
difficulty is about the administration of the medical side ol 
the scheme. Industrial health, being largely a concern ol the 
Provincial Governments, is being administered by those autho¬ 
rities. The scheme, ho\ve\er, provides for supervision, subsidy 
and general directions from the Corporation and the Ccntial 
Government. Some of the problems to be solved in this 
respect are the system of medicine, standard of medical treat¬ 
ment, certification and medical reference, prevention ol 
malingering and collusion and medical research. Lastly, 
the medical side of social insurance can well be a pait of 
general public health. Fortunately, the Report of the Health 
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Survey and Development Committee recently published provides 
a practicable basis for it. 


Mr. S. D. Ptinekar, M'.A., is Chief Research Officer in the Department 
of Labour , Government of India. He was associated with the investigations 
into the conditions oj labour in different Indian industries conducted by the 
Department of Labour. 


THE ECONOMIC FOUNDATIONS OF A 
NON-VIOLENT SOCIETY 


By 

V. K. R. V. Rao 

Thanks to the efforts of Mahatma Gandhi, non-violence 
has now come to be accepted as a fundamental ideal for 
governing political relations. It has been mainly used in 
India as a technique for obtaining political emancipation 
from foreign rule. Now that the objective of political eman¬ 
cipation has been more or less attained, it is very important 
for us to inquire how far it i« possible to retain the principles 
of non-violence in Indian life in a free and independent 
India. It is my intention in this article to discuss very biiefly 
the fundamental economic conditions that are essential for 
the maintenance of non-violence in any society, including 
Indian society. 


A non-violent society, as I understand it, is one where 
the population, either in whole or in sections, docs not resort 
to violence for any purpose including the redress of their griev¬ 
ances or the fulfilment of their requirements. More positively, 
it is a society where men take jccoursc to the method of dis¬ 
cussion and compromise for the settlement of their differences 
and the redress of their grievances. It is theoretically possible 
to conceive of a society where people arc so highly developed 
in their moral sense that they do not resort to violence, even 
when they have urgent and genuine grievances or funda¬ 
mental differences of opinion. In actual practice, however, 
it is not possible to find such a society. It is only when there 
is general agreement on basic fundamentals and there is 
general confidence in the justice of the social structure that 
non-violence is the rule, except cf course where non-violence 
on the part of the masses is due to superior violence on the part 
of a section of the community. The rule of law is the result 
of a long historical process of struggle and achievement* 
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and is durable in time only when there is general confidence 
the conformity oflaw to the canons of social justice. Where 
the individual believes that the legal system in the country 
affords him justice, he is willing to foi swear resort to private 
vie ence and leave it to the State to take steps for the redress 
of Ins grievances. Where, however, the legal system in the 
country does not give the individual scope for tiie redress of 
h,s major grievances, he almost invariably resorts to violence. 
When he docs not do so, it is not because of any absence of 
a desire to commit violence but because of the fear of conse¬ 
quence. It is clear, therefore, that non-violence in a society 
is Ultimately linked with the structure of that society the extent 

to which It is based on justice, and the confidence that it 
inspires in the people. 

economic"asDect Tl' importar,t . a . s P ec ' “facial J ifc is the 

"™rn g ■ IT kind 0f he h* "d" in^ 

earn his liung, the remuneration which lie obtains for hi- 

to do with the determinationofrh ^ J-7 a , Srea ‘ dcal 
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The provision of employment alone, however, is not 
enough for ensuring non-violence. The remuneration which 
the individual obtains in return for his work has got to be suffi¬ 
cient to obtain for him what he regards as the minimum ne¬ 
cessary standard of living. Now conceptions of the minimum 
standard of living will differ from country to country and 
from time to time. But in every country in the world and 
at all times there are certain fundamental basic human 
necessities without the satisfaction of which life descends to 
sub-human levels and ceases to be worth while. These neces¬ 
sities include foed. clothing and shelter. In addition to these 
of course are the needs of education, health and cultural 
amenities enabling the development of human personality. 
Where a society does not cnsuiefor its members standaids of 
remuneration which will enable them to have such a mini¬ 
mum standard, there is bound to be a great deal of dissatis¬ 
faction in that society. If the members of that society be¬ 
lieve that it, is the structure of the society which is responsible 
for this state of affairs and not fundamental deficiencies in 
resources, it is inevitable that they should try to alter the 
structure of that society ; and for purposes of effecting this 
alteration, they would be prepared to use violence, if they 
think it is possible to do so successfully. 

Then there is also the question of the natuic of the work 
which has to be undertaken for earning one's living, and the 
conditions of service. Where the nature of the work is such 
that it gives no scope to the development of human personal¬ 
ity or leads to a sense of self-fulfilment, there is bound to be 
a great deal of dissatisfaction and discontent in that society. 
Human beings do not work merely in order to earn their 
living ; they desire to have a sense cl achievement and a 
sense of pride in the work that they perform ; they would 
like to enjoy the noble and uplifting feeling that comes from 
the consciousness that what they are doing is useful tc society 
and contributes to the well-being and happiness of the society 
of which they arc a constituent part. It is also important that 
the work that they perform is consistent with the human sense 
of dignity and self-respect. It is always possible that human 
beings may work under conditions not consistent with their 
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dignity and self-respect ; but they will not do so willingly - 
and it is certain that such work will fill their thoughts with 
violence to which concrete expression will be given as soon as 
a favourable opportunity arises to do so. This important 
aspect of economic life often tends to be ignored by persons 
who believe that money can buy everything and that all that 
is required to secure contentment in workers is to offer their 

S!f^ Wa . geS t v H u gh ' VaSCS ccrtainl y do hcl P. but thev cannot 

fhnt mi iT, hCy T a ! :com P anied by conditions of work, 
tat militate against development of human peisonalitv and 

injure the individual’s sense of dignity and self-respect. 
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duced merely by appealing tc men to control their emotions 
and alter their attitude to life. Human emotions and atti¬ 
tudes to life are to a very significant extent the result of the 
social, economic, political and other conditions on which 
they live and function. If we want tc produce a non-violent 
society, therefore, it is these conditions that must be studied 
and appropriately altered in such a manner as to promote 
a non-violent attitude and bring into existence the non¬ 
violent society. In my opinion, therefore, certain fundamental 
economic conditions are essential for the maintenance of 
non-violence, which cculd be described as the economic 
foundations of a non-violent society. They are : 

1. Employment for all able-bodied persons; 

2. Adequate standards cf remuneration ; 

3. Work that will enable each individual worker to 
feel a sense cf self-fulfilment ; and 

1. A very substantial measure of equality in incomes 
and economic power. 

I am net suggesting that these economic condition* are by 
themselves sufficient tc* produce and maintain a non-violent 
society. Certain political and social conditions arc also 
nccessaiy ; and so is education in the democratic process 
and confidence ir the superiority of discussion and compro¬ 
mise over dogmatism and force. But without the economic 
conditions, no amount of political or social democracy or 
education in the democratic process or appeal to the moral 
element in human nature can ensuic a non-violent society. 

I shall now return to the question to which I referred 
at the beginning of this article, viz., how far is it possible to 
retain the principles of non-violence in a free and independent 
India. It is obvious that the economic foundations of a non¬ 
violent society are absent in India to-day ; and it should be 
equally obvious that without the realisation of these, it would 
be impossible to achieve non-violence in free India. How 


THE ECONOMIC FOUNDATIONS OF A NON-VIOLENT SOCIETY 53 


these conditions are to be achieved in India, how far they 
are consistent with the system of capitalist enterprise or social¬ 
ist planning or decentralized economy with an emphasis on 
handicraft production is a question that requires careful 
consideration ; but that is not the subject of this article. 
All that I would like to say here is that a compromise has 
to be evolved which will simultaneously combine the eco¬ 
nomic security of the socialist system with the personal free¬ 
dom found in capitalist society together with the opportunity 
for self-fulfilment in work found in the decentralised economy 
with a handicraft bias. Whether such a compromise is possi¬ 
ble and, if so, how it can be achieved is a subject I shall turn 
to in another place. It is sufficient here to state my belief 
that without such a compromise, it would be impossible to 
have a desirable non-violent society in India. 


Pro^L V n'r P R ' V ' R n’,L M - A „’ PhD ' < ' C ° n,ab '> » University 
Irojessor of Economics , Delhi. Dr. Rao did useful work in the Fn ,5/ 

Department of the Government of India during the II dr, and was associated 

S . e . V£ra i In * er ™t\onal Conferences on the Food Problem. He ivas for 
some time Food Adviser , Indian Embassy , Washington. ' 


DEMOBILIZATION AND RESETTLEMENT 

By 


R. M. Ray 

When Japan surrendered in August 1945, plans for reset¬ 
tlement of ex-service personnel and discharged war workers 
to be initiated by Government of India were incomplete. 
Due to the cessation of hostilities earlier than expected, the 
resettlement machinery had to be set up at a great speed. 


Inter-Service Resettlement Directorate 

An Inter-Service Directorate of Resettlement was, how¬ 
ever, already in existence since February 1944. Its primary 
functions were :— 

(a) On behalf of the Services, tender advice, furnish 
information and offer suggestions to the departments 
of the Government of India and Provincial Govern¬ 
ments for the preparation, execution and publicity 
of resettlement plans and to keep in touch with the 
provisions made for ex-service men in reconstruc¬ 
tion and development plans of the Central and 
Provincial Governments. 

fb) To keep the Indian Services, both within the 
India Command and outside, m touch with all 
plans affecting resettlement in which they were 
likely to be interested. 

c) On behalf of Services to make such arrangements 
as were required before demobilisation in connec¬ 
tion with the filling of appointments in Govern¬ 
ment services which arc reserved for ex-service 
personnel, and _ 
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(d) to arrange for all training in connection with 
resettlement in Seivice Institutions before demobil¬ 
isation. 


It is understood that approximately 2,00,000 men were 
given pre-release training primarily in improved agricultural 
methods. After the end of hostilities with Japan, the Inter- 
Service Directorate of Resettlement helped the Labour De¬ 
partment by allowing about 110 iccruiting offices to func¬ 
tion as employment offices till the employment exchanges 
were set up with trained staff. The Inter-Service Directorate 
also helped insetting up the Resettlement Advice Service and 
prepared a Resettlement Advice Service Hand Book. Assis¬ 
tance was also given in setting up centres for the Rehabilita¬ 
tion of the disabled ex-servicemen. 


This Intcr-Scrvicc Organisation is still continuing and 
gi\ es valuable assistance to the Department of Laboun'Govern- 
ment of India) to discharge the responsibility for resettlement 
and employment in civil life. 


Resettlement and Employment Organisation 

2. Towards the end of March 1945, Labour Depart¬ 
ment assumed responsibility for the resettlement and cmplov- 
ment of demobilised Services personnel and discharged war- 
workers in civil hfe and set up in July 1945 at the Headquarters 
H P ( J entral Go^rnment a co-ordinated Resettlement 

RetnlZl 0y r mCnt T^ ani , Sa ' i0n Under a Uhcc to>- General of 
Resettlement and Employment. The country under the 

scheme has been divided into nine administrative regions. 

(i) Punjab and N. W. F. P. 

(ii) Sind and Baluchistan 

(iii) Delhi and Ajmer Merwara 

(iv) U. P. 


(v) Bihar and Orissa 
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(vi) Bengal and Assam 
(vii) C. P. and Berar 
(viii) Madras 
fix) Bomba v 

\ i / 

The Director General supervises, co-ordinates and directs 
the work of both the Central and Regional Sections of the 
Resettlement and Employment Organisations. Each Region¬ 
al Organisation is a replica of the Central Organisation and 
is under a Director of Resettlement and Employment, 
who is generally an experienced I.C.S. Officer and whose 
services have been made available to the Labour Depart¬ 
ment by the Provincial Governments concerned. This Offi¬ 
cer represents and interprets the views of the local Provincial 
Government thereby facilitating close collaboration between 
the Provincial and the Central Governments. 

Different Sections of the Organisation 

,‘i. The problems relating to resettlement of demobilised 
Services personnel in civil life have been broadly divided 
under the following heads. The sections of the Directorate 
General of Resettlement and Employment responsible for 
tackling them arc shown against each head. 

(a) Advice, guidance and direction in the selection 
of civil employment ('Resettlement Advice Service) ; 

(b) Registration and Placement in civil employment 
('Directorate of Employment Exchanges); 

(c) Technical and Vocational Training (Directorate 
of Technical and Vocational Training); and 

fd) Publicity and canvassing (Directorate of Publicity). 

Resettlement Advice Service 

4. (i) This Service functions under a chief Resettle¬ 

ment Advice Officer. Resettlement Advice Officers have- 
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been posted at all demobilisation Centres wheie they contact 
demobilised Services personnel and give them detailed infor¬ 
mation and advice regarding the Employment Exchange 
Organisation, available employment opportunities, vocational 
and technical training facilities and such information as 
might help to solve the many problems that confront them 
on their return to civil life. Trade Testing Officers, i„ addition, 
iavc been posted at those demobilisation centra from which 
a large number of technicians are likely to be released. These 
officers assist Resettlement Advice Officers in assessing the 
s ill of technicians with a view to determining whether any 
further training is required by the released personnel after 

discharge which would assist them in their resettlement in civil 
liic. 

Directorate of Employment Exchanges 
(n) The functions of this Directorate arc to 

(a) Supervise, integrate and direct the work of Central. 
Regional and Sub-Regional Employment Exchanges;. 

(b) r:r c a ^ d r mairU , ain ca,d of demobilised 

and Sub R f ° rwar< L duplicate C °P ! « «° the Regional 
and Sub-Regional Exchanges concerned ; and 

«c) Arrange for training and refresher courses for the 
managerial and office staff of Employment Exchanges. 

consSingofonlcem'alPlTR ? ’Toymen, Exchanges. 
Ranges, Oh Exchange" 
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and 172 assist^ ma^en ^ managers 
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Directorate of Technical Training 

iii) In collaboration with government factories, rail¬ 
ways, Provincial Governments and civil* industries the Direc¬ 
torate provides facilities for further technical training for such 
demobilised technicians as may need them for purposes of 
civil employment. Under the Scheme relating to the Technical 
training of demobilised services personnel, provision has been 
made for the training of 30,000 technicians per year in diffe¬ 
rent engineering and building trades. The number of scats 
sanctioned so far, however, is approximately 10,000. The 
Scheme aims at securing an adequate supply of skilled person¬ 
nel for the post-war development schemes, both Government 
and private. 

Directorate of Vocational Training 

(iv) This Directorate has prepared a scheme for the 
training of demobilised persons in non-engineering trades 
and vocations. Provision has been made for the training ot 
39,000 persons at a time and training facilities are being pro¬ 
vided for in collaboration with both the Provincial Govc:n- 
ments and private institutions. 


Directorate of Publicity 

(v) This Directorate organises publicity with a view 
to popularising the absorption of demobilised persons in 
civil employment. It canvasses private employers on their 

behalf also. 


Disabled Services Personnel 

fvi) In addition to the above, a scheme for the rehabil¬ 
itation and resettlement of demobilised services personnel 
has also been sanctioned. It provides for the rehabilitation 
and training of disabled services personnel in a large number 
of clerical and commercial occupations and engineering, 
building and other technical trades. Training is also provided 
for in professional and semi-professional occupations as also 
in cottage industries and agriculture and allied occupations 
Piovision has been made for the training of a total number 
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of 7,000 disabled persons per year. Prior to demobilisation, 

disabled services personnel arc treated at Services convalescent 

Rehabilitation Centres. Here attempts are made to remove 

the physical and medical disabilities to the extent possible. 

Thereafter, they are sent to the Basic Training Centres, 

where the actual benefit they will derive from any special 

training is ascertained. Persons found unfit or falling below 

the prescribed standard are discharged. The remainder are 

transferred to special training centres for further specialized 

training. It is of interest to mention here that whilst the 

S. C. R. Cs. are run by the Services the Basic and the Special 

Training Centres arc managed by the Labour Department 
itself. 


Training for Ex-Service Women 

(vii) A scheme for vocational training of ex-service 
women has also been sanctioned. Its object is to train ex- 
service women in useful occupations in order to enable them 
to take up independent careers. Training facilities are being 
provided for 1,000 women per year in the first instance. 
Three centres one each at Delhi, Bombay and Madras, a.e 
emg set up. Training facilities will also be provided at select¬ 
ed institutions, both Government and private. 

Directorate of Employment 
(viii) A Directorate of Employment is in the process of 
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C. Due to the sudden termination of hostilities and the 
consequent stoppage of war-time demands, the economy of the 
country which was formerly hitched to total war production 
has been temporarily thrown out of gear. The unflagging high 
pressure demand by Government for goods and services of 
all kinds during war-time stepped up production to unprece¬ 
dented levels and created a stage of demand for labour which 
was as near an approach to full employment as any attained 
in this countiv. 

7. The fall in employment consequent on the cessation 
of war is due to the following causes : 

(i) Discharge of workers from factories engaged in war 
production ; 

fii) Releases from the Defence Services ; 

(iii) Curtailment of workers from ancillary services; and 

(iv) Diminution of economic activity, and shrinkage 
in the volume of tiade, transport, etc., due to an all¬ 
round reduction of Government expenditure and 
cancellation of contracts. 

In assessing the extent of unemployment that may be 
created owing to the play and inter-play of these various 
causes, it would be necessary to bear in mind the peculiar 
structure of Indian economy. Outside Government service, 
employment in this country may be grouped into two broad 
divisions, rural and urban. While the former is mainly agri¬ 
cultural the latter is connected with industrial activities and 
trade. It will not be out of place to mention here that during 
war period two important tendencies were observed. A 
very large number of persons living in rural areas moved to 
urban areas in search of employment and it is anticipated 
that 1951 census would pci haps show an increase of about 50% 
in the urban population over that in 1941. The second 
important factor is that Indian labour has now attained a 
greater mobility and has migrated outside the districts and 
provinces of residence in search of employment. 
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While the majority of the younger people who arc thrown 
out of war-work or released from Services would gravitate 
towards the cities and urban area', the older among them 
who have not acquired any special skill may tend to go back 
to agriculture or other rural occupations. It b estimated that 
about 50% of cx-seivicemen would prefer to go back to agri¬ 
culture and allied occupations. Alongside of the execution 
of plans for industrial expansion and increased urban employ¬ 
ment we will also have to ic-organisc our agricultural 
economy so that a proper balance might be established between 
agricultural and industrial employment. 


PROGRESS OF DEMOBILISATION AND ESTIMATE OF DISCHARGES 

8 . Phase I of demobilisation in Services commenced 
on October 15, 1945, and within 6 weeks it was estimated that 
approximately one lakh of persons were discharged from 
Army Training or Release Centres. The persons discharged 
were those who had service of less than six months’ duration. 
It was considered necessary to release these men first to make 
room for further demobilisation. 


Phase II of demobilisation commenced on the 15th of 
November and since then more than 9 lakhs of personnel of 
all ranks were demobilised from the three services up to the 
en of August 1946. This figure comprises releases from 
Navy, Army, Air Force, WAC (I) and State Forces. 

According to a press quotation the total decrease in the 
length of the Navy since the commencement of demobilisa- 

U P toAu S ust 1946 amounts to 18,601 made up 
of 1,5o8 officers, 16,367 ratings and 576 WRINS. 

Since V-J Day and up to the end of August, 882,011 men 

53 01C~^C(lt;^l^ thC Indian Army * ° f ’ 

t Net grease of officers serving in the Indian Army in all 

indud^Aomn'T 1 ' V° tal of 853,164 Indian rank 
including 30,378 civilians, have also been demobilised. 
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The total number of Indian State Forces personnel returned 
now amounts to 32,607. Nepalese returned to Nepal amount 
to 147 officers and 9,031 other ranks. 

The total releases up to the end of August 1946 from the 
RIAF amount 13,929 viz., 142 officers, 6,902 airmen, 6,885 
enrolled followers and 51 non-combatant technicians. 


Discharges from Central Government Department 

9. According to Labour Gazette about 640,000 peisons 
have been discharged by the Departments of the Central 
Government between the 1st September, 1945, and June 1946. 
These fall under the following categories :— 


Administrative 
and Supervisory 

Skilled and 
Semi-Skilled 

Unskilled 

Clerical 

Total 

19,500 

1,27,000 

4.(W»,UU0 

25,500 

<>,38,00 


Estimates of Future Demobilisation and Discharges 

10. It is estimated that another seven lakhs of persons 
will be discharged from the Services up to the end of March, 
1947, and the entire WAC(I) organisation will be disbanded 
by that date. The discharges from the Central Government 
Departments arc also likely to continue for at least sometime 
more. Estimates of discharges by the Provincial Govern¬ 
ments have not been assessed nor are the figures of discharges 
from private factories, etc., which were directly or indirectly 
dependent on war efforts. Attempts have not been made to 
assess the shrinkage in tertiary employment nor the loss in 
employment due to the withdrawal of allied forces from 
India, particularly the forces of the U. S. A. It is, however, 
opined that shrinkage in employment due to facts enumerated 
above will be in the neighbourhood of five to six millions and 
the total number of men affected due to cessation of war¬ 
time activities will be approximately 6£ to 7J millions. 
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Resettlement Facilities and Assistance for ex-Service- 

Men and Discharged War Workers 

11. Efforts made so far to resettle ex-Scrvicemen and 
those whose services have been classified as ‘‘War Service’' 
have been through 


(i) Reservation of posts in vacancies arising during the 
war period ; 

(ii) Provision of posts in post-W'ar schemes ; and 

(iii) Special schemes exclusively for the benefits of ex- 

ser\ icemen like land colonisation, co-operative 
farming, etc. 

Special facilities have been provided for under the follow¬ 
ing schemes : 


(i) Under Technical Training Scheme of the Govern¬ 
ment of India, besides free training the trainees 
are provided with free board, lodging and workshop 
clothing. In addition, each trainee is given an 
allowance of Rs. 15 per month. Facilities for games 

and recreation, physical training and medical treat¬ 
ment arc also given. 


(ii) 


(iii) 


uiider ar the Ci V iC$ r ^ Pr ° Vided t0 *ainees 
under the Vocational Training Scheme exceot 

that instead ofRs. 15 a stipend ofRs. 10 per monfh 

is allowed to each trainee. In addition to the 

stipend the trainees are entitled to a bonus deter- 

mined on the basis of quality and quantity of various 
types of goods produced by them. 

The disabled are provided with free medical and 
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fiv) For ex-service women, in addition to free training, 
facilities of hostel accommodation and messing have 
been provided free. The scheme also provides 
for a small pocket allowance to the trainees. 

(v) The services rendered by the Employment Exchanges 
arc free. Every effort is made to place individuals 
who get them registered in suitable vacancies noti¬ 
fied to the Employment Exchanges by the employers. 

Vi) In case of all training schemes, free travelling 
passes arc issued or travelling expenses paid in cash 
to ex-servicemen from the demobilization centre 
or the place of residence to the training centres and 
on completion of training from the training centres 
to their place of residence. 

An ex-serviceman registered with an Employment 
Exchange is given free pass or travelling expenses in cash 
where he has to appear for an interview with the employer 
when the distance to be covered is more than 20 miles from 
his place of residence. 

Extension of Facilities 

12. Due to rapid changes in the political situation in the 
country and due to a growing realization that it would be, 
inter alia , in the interests of ex-servicemen if the level of em¬ 
ployment reached during war-time is maintained, if not actually 
surpassed, by alternative avenues of employment which would 
provide ample scope for all those who seek employment. A 
feeling of subdued resentment exists against any preferential 
treatment being granted to ex-servicemen or discharged war- 
workers. It is felt that ex-servicemen due to the training 
and sense of discipline they imbibed during service arc already 
in a favourable position to compete as compared with other 

fellow discharged war workers. 

It is, therefore, felt that the interest of ex-servicemen will 
actually be furthered if all those who seek employment are 
allowed the facilities- of Employment Exchanges, becaues 
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this will encourage private employers to place their demands 
for workers with Exchanges which would have all categories 
of persons on their registers to cope with the varied demands. 
Recently certain Provincial Governments have thrown open 
the doors of Employment Exchanges within their jurisdiction 
to all those who are unemployed or under-employed. This 
is a step in the right direction. 

13. In view of the size of the country it is further felt 
that the number of Exchanges must be augmented considerably 
if they are to be of maximum use. It might be stated in this 
connection that in the U. K. there are approximately 1,250 
employment exchanges. Considering the geographical dis- 

which ° n °tl IndUSt " CS ln India and scattered location 
which mostly involves great distances, a scheme of mobile 

exchanges which will cater to the needs of persons living in 

dying districts without Exchanges, is desirable It is 

understood that such a scheme is under the active consideration 

would G be ^ men - °, a and a number of m °bile exchanges 
would be set up in the near future. S 

changesTvt'ld’bV T ^ aChieWd these 

sspsas 

about all existing jobs within™^ ^ ° btam information 
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and services. Distributive trades are also likely to receive a 
fillip owing to general increase in economic and commercial 
activities. It is apprehended that there might be delay 
in execution of some of the schemes for want of sufficient 
number of technical personnel. Sir Ardeshir Dalai, former 
Planning and Development Member of the Government of 
India, in one of his speeches stated that planning and 
execution of plans were hampered due to the lack of 
technical personnel and statistics. The number of trained 
or retrained Services personnel under the technical training 
scheme will be insufficient to meet the demand. It is, there¬ 
fore, considered all the more necessary that the scope of tech¬ 
nical training scheme and the facilities provided thereunder 
should be extended to persons other than demobilised Services 
personnel. The number, nature and types of training pro¬ 
vided would, however, depend on analytical examination 
of the plans themselves. 


Man-power Main Asset of the Country 

15. Mr. J. Vasuger, former Industrial Adviser to the 
Government of India, in a broadcast talk stated, “The first 
resource of any country, without any reservation, is its 
man-powei. One may say that we have this resource—in 
its basic raw state—in superabundance. Left in thi c con¬ 
dition the human factor may become a liability rather than 
an asset. That is why so much emphasis is being placed to¬ 
day on all aspects of education, in order to turn the raw mate¬ 
rial into a product which will be capable of extracting the 
maximum from machines and from the earth. Our expe¬ 
rience in this war, when crude villagers have been able to 
use, after a short time, the most complicated modern arma¬ 
ments, provides ample evidence that, when well-fed and 
suitably trained, Indian man-power can be turned into an 

asset.” 1 

It is suggested that the nucleus of assessing the technical 
man-power, both available and required, can be set up with 


1 Extract from Indian Listener 7th February, 1945. 
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a scientific compilation of details about men now being 
•demobilized and discharged details about whom are already 
available. To start with the Register of Manpowei may 
be confined to the skilled technical personnel who are 
in need of employment and as soon as this is completed the 
Register may be extended to cover also those who are in 
employment. The Central Manpower Register of Technical 
men and its regional counterparts will indicate the limitation 
of out man-power assets. This man-power will have to be 
distributed judiciously to augment the existing social servi¬ 
ces and industries etc. and to start and sustain priority plan 

Th^H dcClded t0 be launched in the immediate future, 
he deficiencies in man-power will have to be made good by 

(i) Giv-mg refresher training to those who have some 
basic idea of the trades ; and 

(ii) Giving training to requisite numbers selected from 
younger generation. The number of yoU ng m'n 
and women in our country is quite large. Given 
proper educatum and training, their services can™ 

organised and planned ,hr0l * h 
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supply to avenues of available employment within a region 
and assist transfer of labour from one region to another and 
one industry to another. 

Statistics as Basis for Planning 

17. Successful planning of employment, its maintenance 
and its expansion depends upon full and continuous knowledge 
of not only the needs of the country for goods and services but 
also of the manpower and material resources. This will 
enable the most effective use both of manpower and the mate¬ 
rial resources. In short it means an appreciation of all the 
facts bearing on India’s economic position. It, therefore, 
seems essential not only to collect but also to co-ordinate the 
facts which will enable the Government to chalk out their 
policy. It will not be out of place to quote from the White 
Paper on employment policy in the U. K. presented to Parlia¬ 
ment: “The success of the Government’s policy will thus 
depend on the skill which is shown in putting general ideas 
into day-to-day practice. It is therefoie vital for them to 
obtain more fully and much more quickly than they have 
in the past, exact quantitative information about current 
economic movements. Without this, informed control would 
be impossible and the central staff which it is proposed to 
set up would be left to grope and flounder in uncertainty. 
The Government appeal with confidence to industry to 
join with them in a task which is essentially co-operative ; 
for only industry can provide the statistical information re¬ 
quired and only a central authority can classify and analyse 
information drawn from the country as a whole. Just as the 
central organisation of a successful business must be in a posi¬ 
tion to know what is happening to each of its various bran¬ 
ches so the State cannot make plans without knowledge 
of what is happening throughout the whole range of industry 
and commerce. Information provided for this purpose 
will of course be treated as confidential ; and figures will 
not be published in a form which would prejudice the position 
of any individual firm.’’ 
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The White Paper details the types of statistics which must 
be obtained for the efficient operation of an employment 
policy, which among others includes the following items : 

(a) Statistics of employment and unemployment, includ¬ 
ing quarterly or monthly statements of present 
and prospective employment in the main industries 
and areas in the country, based on returns from 
employers ; 

fb) An annual census of production showing the struc¬ 
ture of the main groups of industries in the preced¬ 
ing year, including, inter alia , details of the quan~ 

tity and value of output, stocks, and work in progress ; 
and 


(c) Monthly figures of production, consumption and 
stocks, and, if possible, figures of orders on hand, 
based on sample returns obtained periodically 
throughout the year from large firms, trade associa¬ 
tions, and public institutions. 


. .. D J iffe , r ] ent Dc P artr nents of the Government of India are 
in IV, ua y collecting piecemeal information on different 
pects which affect employment position. These need 
effective co-ordination and should be subject to continuous 

: i 7 nd a K djUSt f ment - I( only then be possible to 
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Objective to be Secured in India Similar 
to that in U.K. and U. S. A. 

18. Briefly stated, the object of the Government of the 
U. K. may be summed up as “seeking to achieve both work for 
all and a progressive increase in the economic efficiency of 
the nation, as joint elements in a growing national power to 
produce, earn and to enjoy fruits of increased well-being.” 1 

The Government proposes to achieve the objective by 
establishing on a permanent basis a small central staff quali¬ 
fied to measure and analyse economic trends and submit 
appreciation of them to the Ministers concerned. The U.K. 
Government realised that during the early crucial years in 
particular the responsibilities of this central staff would be very 
heavy for, many of the decisions required to carry out the 
Government’s employment policy would depend on correct 
appreciation and accurate diagnosis of the problem. 

The policy initiated in the White Paper has already 
borne fruits in practice. While the Prime Minister, Mr. C. R. 
Attlee, in his nationwide broadcast talk to the British people 
on 3rd March, 1946 said that there was work for all, Mr. 
Herbert Morrison has gone a step further and has a-sserted 
in the House of Commons that Government wish to order 
their economy in such a fashion that full employment of the 
nation’s manpower would not only be assured for many years 
to come but for all times. 

19. The U. S. A. which was also similarly faced with 
the problems of resettlement during transition from war to 
peace economy, records unemployment figures at very low- 
levels, probably the lowest for any peacetime year since the 
United States became an industrial nation. Mr. John 
Steelman, Director of U. S. Office of Reconversion, while 
reviewing the record of progress made in the United States 
during the 12 months since Japan’s capitulation stated, 
“In July, 1946, the civilian labour force of 60,400,000 included 


1 Extract from para 87 of the White Paper on Employment Policy,No. 6527. 
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58,100,000 persons with jobs and about 23,00,000 actively 
seeking jobs. Not only is the civilian labour force larger 
than ever before, but the proportion of unemployed is 
probably the lowest for any peacetime year since the United 
States became an industrial nation. No significant increase 
in unemployment is expected in the remainder of the year. 
Labour shortages are beginning to appear in some areas and 
in some industries. Fewer than one million recently demobil¬ 
ised war veterans are still looking for jobs. The remainder 
of the unemployed are primarily workers changing jobs.” 1 


Economic Advisory Council for Planning 
of Employment Policy 

.. . 20 ' India the objective is to raise the standard of 

hvmg of the masses. This among other things means provid¬ 
ing for full employment. If the above object is to be secured 
it is essential to have an Economic Council of the type set 

up in the U. K and the U. S. A. This Council should be 
directly responsible to the Members of the Cabinet A man 
power register of available technical skill in the country is 
also essential. The need for and collections of accurate ob- 

Tr ^ ^ # i ^ be over-emphasised 

O? h S M v eCt, ° n “ Wi “ be ° f interest to know '^ opinion 
M. Visvesvaraya, the doyen exponent of Indian indus¬ 
trial,^ support of the need and collection of statists ■ 
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Conclusion 

21. The problems of demobilisation and resettlement 
are many and varied. In the foregoing paragraphs an effort 
has been made to outline some of the important problems and 
to offer their solution. It needs be emphasized that resettle¬ 
ment of demobilised services personnel and discharged war 
workers treated in isolation from the general problem of em¬ 
ployment in country is likely to result in failure and cause 
frustration in the country. This problem should, therefore, 
be tackled within the larger framework of switchover of India’s 
economy from war to peace time basis. The objective to 
be secured is to raise the standard of living of the masses. 
This can only be achieved by producing more services and 
goods, internally, and through a judicious exploitation of the 
natural resources of our country and by larger exports and 
imports. The first essential is to mobilise the manpower 
of our country. The efficient execution of priority plans 
in connection with food and clothing, health and medical 
facilities, educational and training schemes, and rehabili¬ 
tation and expansion of our industries and commerce depend 
on it. A just solution of these will ease the problems of resettle¬ 
ment of ex-servicemen and discharged war workers, as there 
will be more fruitful productive avenues of employment to 
absorb many times more than the number that has been 
and will be displaced due to cessation of hostilities. 

Admittedly, the economic problems that face India 
differ in many respects from those in other countries. She 
hardly claims a parallel in this respect. Demobilization is 
raising the septre of unemployment and economic insecurity 
in the country during the transitional period from war to peace 
economy. If the lessons of solving unemployment problems 
by the U. K. and the U. S. A. which primarily arose out 
of demobilisation are made use of and applied in India with 
mutatis mutandis changes, it can be made the starting point 
and basis for achieving full employment as has been in other 

countries. 


Dr R M Ray , Ph. D., is Secretary of the Federal Public Service 
Commission. ' He served during the War in the Navy and rose to be U. 
Commander. He was associated with the Resettlement Directorate. 
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AGRICULTURAL POLICY FOR THE FUTURE 

By 

N. G. Abhyankar 


It is common knowledge that nearly 87% of India’s 
population of over 400 millions primarily depends for its 
livelihood directly or indirectly on agriculture. The princi¬ 
pal occupation of the millions is, however, carried on at a 
very low level of efficiency. The resources in agriculture and 
animal husbandry constitute the greatest national asset. 
But, under the present organisation and technique, these re¬ 
sources are hardly being utilised fully and economically so as 
to yield the maximum benefit to the individual producer and 
to the community. The average agriculturist in India today 
lives a precarious and miserable existence. Absolutely de¬ 
pendent on monsoons, his occupation proves a gamble in 
rains. A widespread draught or heavy floods often spell a 
considerable reduction in his individual real income and 
create conditions of acute scarcity for the community. The 
fruits of scientific research are more or less unknown to his. 
tec mque of production. Sound man-made organisation 
does not assist him in getting the most out of his production 
° r marke * lng operations. With primitive implements he 

SeceTofUnrfrVT ° Ut ° n , Sma “ SCat,cred a " d fragmented 
fic rate The fi° % “ P°P ula,ion ' vhi <* is growing at a terri- 
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surprise that he at all sticks to his occupation. The plain 
fact of the matter is that, owing to the under-development of 
physical resources and the lack of adequate avenues of gain¬ 
ful employment, the growing population has no alternative 
but to fall back on land and swell the ranks of those who are, 
in fact, surplus to agriculture and suffer from “disguised 
involuntary” unemployment. In the circumstances, agri¬ 
culture is followed more as a mode of living and a means of 
subsistence rather than as a profitable industry. 

While this is broadly the picture of the rural India of 
today, the development of resources in agriculture and animal 
husbandry cannot be said to have been commensurate with 
its full potentialities. On the one hand, for months on end 
the cultivator looks up to the sky and prays for an adequate 
and periodic monsoon ; on the other hand, the waters of the 
large rivers such as the Damodar, the Brahmaputra, the 
Mahanadi, the Godavari and the Cauvery run to waste to 
the seas, causing widespread devastation to crops, cattle and 
property in their mighty and turbulent course during the 
peak of the rainy season. If harnessed and stored through 
multi-purpose projects, these waters can prove a tremendous 
source of cheap electricity for rural industrialization and of 
assured water supplies for crop cultivation. Given a sound 
and rational organisation in the field of production, finance, 
marketing and distribution and the widest application of 
the known results of past scientific research, the average 
yields of the principal crops and, consequently, the real 
physical “income per acre” in relation to cost are capable 
of being stepped up substantially in the interest of the pro¬ 
ducer and of national output. 

2. It is against this background that the agricultural 
problem in India must be approached and agricultural policy 
for the future formulated. The agricultural policy must 
be directed to put into operation as rapidly as possible a 
series of integrated organisational, technological and econo¬ 
mic improvements designed to secure the two primary objec¬ 
tives : (a) to ensure for the average cultivator at the end of 

a year’s toil a level of income which is sufficient to cover his 
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cost of production and leave him a net margin for a reasonable 
standard of life for himself and his family treated as a unit 
and fb) to ensure that the resources in agriculture and animat 
husbandry are effectively and economically utilized so as 
to produce the maximum output at the minimum cost and 
meet the food requirements of the growing population and 
the raw materials needed for the industry and the export 
trade to the maximum extent feasible. 


3 - There is an urgent need for clear thinking about 
the basic factors which determine the real income and the 
standard of life of the agriculturist. Broadly speaking, the 
standard of life of the average producer is governed by his 
net ical income, his habits, education and the general environ¬ 
ment. In the main, it is the margin between his income and 
out'ay or his net income which provides him the where¬ 
withal to command certain essentials of life which make up 
his living standard. In the ultimate analysis, the net in¬ 
come of the average producer depends on (a) the size of the 
current output of his yearly agricultural or animal husbandry 
operations, (b) the value of the current output and (c) the 

f? cx P enses o ^ production and consumption connected 
with these operations. 
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As regards (b), it is necessary to be clear about the 
extent to which the manipulation of the value of agricultural 
produce can serve as a means of raising the income of the 
producer and the limitations of this policy. Such a manipula¬ 
tion can be attempted in two ways. First, the State may 
undertake to fix and maintain the price at a level at which 
it would cover the costs of production of the bulk of repre¬ 
sentative producers and leave them a margin for a reasonable 
standard of life or secondly, in a given income-cost structure, 
the State may attempt to manipulate the “terms of trade” 
or “the ratio of exchange” in favour of the agriculturist through 
•an attempt to maintain a reasonable relationship between 
agricultural and industrial prices on the basis of the Parity 
principle adopted in the U.S.A. 

The first alternative appears to be impracticable in the 
existing conditions in India of which the following features 
• deserve special consideration : 

(i) In view of the acute deficit nature of the represen¬ 
tative farm-economy and the low physical yields per acre, 
the costs of production per unit on the most representative 
farms arc relatively very high. 

(ii) Owing to the under-development of resources and 
the rapid population growth, the general level of employment, 
production and per capita income are low, large sections of 
population suffer from a chronic state of “disguised involun¬ 
tary” unemployment, lack of income and effective purchasing 
power and, consequently, the general level of consumption 
of even the elementary essentials of life such as food, clothing 
and housing is one of the lowest in the world. 

In these circumstances, an attempt to fix and maintain 
agi icultural prices on the basis of the representative produ¬ 
cer’s costs will defeat its own purpose of enlarging the produ¬ 
cer’s real income. The size of the income of the producer 
is governed both by the price per maund and the existence 
of an assured and expanding market for his produce. The 
price fixed on the representative producer’s costs will be so 
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high that, what the producer will gain by way of relatively 
high price per maund will be offset by a reduction in con¬ 
sumption and total turn-over and sales at home or the export 
market. Moreover, such a unilateral effort will raise the costs 
■of the manufacturing industry, impair its competitive posi¬ 
tion and hamper the general development programme. 


The second alternative seeks to secure to the agricultur¬ 
ist (i) a relative price stability over a given period of time and 
(ii) a relative larger share in a given income-price structure— 
not a general increase in the income level as a whole—at 
the expense of other sections of the community. The price 
which the producer will fetch 9 to 12 months after his produc¬ 
tive labour is over, is an important consideration and an 
assurance of a stable price over a period of time—not ncccs- 
sari y a igh price does act as a powerful incentive to the 
producer in co-operating fully in a campaign to raise the 
■efficiency and to increase yields. The second type of price 
manipulation should, therefore, be attempted as an integral 
part of the general development policy. 
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most intensive development on these lines will not produce a 
spectacular increase in the general level of employment, in¬ 
comes and output which would tend to be low as compared 
to other advanced countries. The primary aim of agricul¬ 
tural policy must, therefore, be to raise the efficiency of pro¬ 
duction and per acre yields relatively to costs so that an 
increasing output could be produced at a progressively re¬ 
ducing level of costs having a reasonable relationship with 
the purchasing power in the pockets of the general mass of 
consumers. 

It would be clear from the discussion that for an effective 
and real increase in the income of the producer, greatest pos¬ 
sible attention must be paid to an increase in the size of the 
current output of his yearly agricultural or animal husbandry 
operations in relation to costs. That this is capable of achieve¬ 
ment is borne out by a comparison between the existing agri¬ 
cultural yields with those in other progressive agricultural 
countries as shown in the table below : 

1 


Rice. 

Wheat. 

Cotton. 

Yield per acre 
(in lbs.) 

1038-39. 

Yield per acre 
(in lbs.) 

1924-33. 

Yield per acre 
(in lbs.) 

1937-38. 

Country. 

Yield. 

Country. 

Yield. 

Country. 

Yield. 

India 

Burma 

U. S. A. 

Italy 

Egypt 

Japan 

728 

959 

1,469 
2,903 
2,153 
2,276 

U. S. A. 

Canada 

Australia 

Argentine 

Europe 

India 

846 

972 

714 

780 

1,146 

636 

Egypt 

Peru 

u. s. A. 

Brazil 

India 

531 
508 
264 
154 
89 


The experts hold that, given a sound organisation of 
production, assured water supply and an intensive use of 
manures and improved seeds, there is a very large scope for 


1 Source : Quoted in Dr. Burn’s Technological Possibilities of Agricultural 
Development in India . 










AGRICULTURAL POLICY IOR THE FUTURE 


nr 

stepping up the agricultural yields in India. Ii is realised 
that i{ the cultivator is to use improved seeds at a premium <u 
purchase manure which he did not use bcloie. his gross expenses 
of production per acre will tend to increase. The use of these 
improvements is, however, advocated and can be juslih. d 
only if the additional yield will be sufficient to cover the addi¬ 
tional expenses incurred and provide a margin for expanding 
the income of the producer or facilitating a reduction in the 
price to the consumer. This point can be illustrated by the 
following example. Suppose the standard yield of wheat is 
10 maunds and the price is Rs. 8 per maund and through an 
intensive cflort over a period of years the yield is stepped up 
from 10 to 15 maunds and the additional costs incurred arc 
covered by an extra 3 maunds yield valued at Rs. 8 per maund 

fficome «r R 0 ,p mau ? ds in that case will either mean an extra 
ncome ofRs. 10 to the producer or even if the prices were 

before *1 ii" Stll ‘ mea " that hc wiU better olTtban 
befoie while the consumer will derive the benefit of an im¬ 
provement m agricultural efficiency as reflected in the re- 

cultural lids ^T' • A co,lccnt, ' atcd d "vc to step n,i agri- 
cultural yields in relat.on to costs per unit of production must 
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tained by the revenue-agency and are, more or less, accept¬ 
able while those in the permanently settled areas are largely 
in the nature of a guess work. \ The yield estimates are arrived 
at by multiplying the total area figure by a “standard yield” 
modified by the seasonal condition factor. The standard 
yield is based on a limited number of crop-cutting experiments 
and is not representative. There is considerable room for 
improvement in the yield figures by properly conducted 
random sample surveys and also for collection and main¬ 
tenance of all statistics relating to production, stocks, and 
distribution by a compact statistical organisation at the 
headquarters of each province and state and its co-ordination 
at the Centre bv a similar organisation. These statistics 
are, however, the best available data and since they arc 
compiled on the same basis and by the same machinery over 
a scries of years, they serve a comparative purpose of 
showing variations in the a»ea and yield of crops from year 
to year. According to the available statistics of reporting 
areas, the total area of British India and Indian States and its 
distribution between food and non-food crops is as follows : 


’Total Area (Average of Jyears ending 1939'4°) 


Million 
Acres. 1 


(i) British India and Indian States reporting 
statistics (GG% of the total area) .. 

(ii) Non-reporting areas in British India 
(Hi) Non-reporting Indian States 

Giand Total 

A. Total area under : 

( i ) Major cereals 
(it) Other foodgrains and pulses 
;Hi) Other food crops including Tea and 
Coffee 


Total food crops 


G64 

•5 

35 


:i00 


1,008 

•5 

177- 

■7 

58- 

I 

.31 • 

G 

2G7 • 

7 


1 Source: Agricultural Statistics of India. 
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‘ i 1 ( ■«»t ton anrl Jute 

/.' ) Odior non-food crops 

I' *i. 1 1 non-fond crops 


8!5 


• i 


I 

•J I •<; 
IS-!) 


/ 

• 

•*'. i he expei ieiKc durin- the w;.i U.., . . .. (he 

wcukno^c.s ol India's food economy and has si/rd iho 

imperauve need lor imreadn- food production n> .hr maximum 
exiem po-sible m die slioito.t possible lime, j |,. main, .reals - 

"o,* W,lCai - h .* jra ' p'"' ,n ' ,I/e ' d end minor 

ji ■ t .'. Ujll ;" u,1 ' ; "'<■ ■-'•■pi*- <’■».a »i ii..: I.I, ,,r lu,!,.. 

T ‘! S u.r.l In- gram and pul«m ,„|s mul . . 

con,umc "fi I 1 “ "f 1 i..., I, .bim.illv 

consume hsh and meat. Such protective foods t ,s milk 
vegetables and fruits and c W . both because „| their limited' 
produce, and high price arc beyond ,!„■ means III "in' 

WiVs r 1 PO|,U, ‘ llion ' Tl,r imp".: uu ic.umvs ,,l 

India S food economy can be briefb staled a* ;i " 


« 'll' »\Vs 


aaa ^H'E 3 = 

of “reals, milk, fruits and vJcl-.'bk-s " n i U 'l '' rS, ’ CCt 

mem, the following two nnim-'' ‘ , 1 ll,r s 'nte- 

oftlic total cereal iin,d«.rri?, ,lo ‘ Cfl : v! r,, r figures 

a? 'veil t| ic uon-rcporrhi'r 0 ^ bolh ,ilc ’ 'T'”''in-areas 

been specially collected ,4) fho nt-' •' ' V,H ‘ h n - U!Vs b^'e 

a cereal quantum of 1 lb. a dav is i " Uon j: x P cri * I'cconvnond 
of In ozs. or 2\ lbs. a d iv rV •- • { ai J °^ a Mai daily ration 

foods. It is common knowlccOo“ain't "u'' 01 PlU y 
foods such as vegetables fn.ii '% \ 1 •'upplomentary 

f C and, if avaii^' JrC '“' l 

of Hre population In the V ' mcans tire bulk 

cereal requirements ought t„ h 7 ‘" CCS ’ ,hc "'‘“ilional 
higher than 1 ,b. a'day^ The* Indian™ °'* a dail >’ -le 
•quantum of lj l bs . a day. d Ja ‘ rat, °' 1 is a “real 
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: ii) TJiis insufficient overall supply of foodgrains is 
not a "constant average quantity” but is subject to wide 
fluctuations varying from I io 1 million tons from war to year 
owmg to the absolute dependence on the monsoon. In 
years of draught or floods, large masses of population arc 
denied even the inadequate supplies which tiny are anus- 
tomed to get in average rears. 

ni) Apart from fluctuations in the overall oops and 
supply, certain traditional famine areas in the rnuntrv such 
as the Deccan districts of Bombay, the Ceded districts of 
Madras, the H.ssar district in the Punjab, and some of (he 
Rajput ana and Deccan States arc exposed to recurring < hnmiV 
failure of rams and consequent scarcity and famine con- 
d, tons. I hese areas present a Special Area problem requir¬ 
ing a special Rehabil.tation Administration and programme. 

ffpn 'ft °' vi r n . S 10 under-development of resources, the 

t S ion infr° XC f () ,n< ; Oni0 . ,S Iow and alar 8C action of the popula- 
the n fr ° m . d,s S ulsc d unemployment with the result that 
he- population general has not got the nerc^arv to 

prices of supplementary of eeJeak 

“ib“ 0U «S, Cd i : i 0 most rationed't 1 c r i , tllC I S,a d laHl ^ 

s "PPlV roupled with low incomes orTack of |U ‘"° °'' C, ' a " 
chasing power result • atk ! lll( '°inos or pur- 

under-consumption of a lir^c* i? US l,,ldci “ ,lol!, ishment and 

I of a laigc percentage of the population. 

«.ki’ihSS«L»“£ h ' r ” a ‘ r "" -« -p. 

arc high and, in consequence th * 1S lna< ^ cc l uatc . their prices 
beyond the means of the bu , |k h o”thp mm0d | ti “ nrC n ° rmall >' 
economics of a number of area, in n P ° pulat,on - T| .c food 

r; h ccon f ” 

^a. -hat particular cerea. predominant dt 
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of the population. Side by side with under-nourishment, 
mal-nutrition is a common phenomenon which makes the 
population easy victims of epidemics and diseases following 
in tlie wake of general scarcity conditions. 

ri) The total crop of' about 55 to GO million tons 
of cereals is produced by millions of cultivators scattered all 
over the 7 lakhs of villages. Nearly 60% of the total annual 
yield is retained by the producer for seeds and consumption 
purposes and, in normal times, the balance goes into the 
hands of an army of unorganised and unregulated middlemen. 
Unlike a small country which imports bulk of its food require¬ 
ments and can bring them under the physical control of 
Government at the small numbej of bottle-necks offered by 
tlie ports, in a vast country like India, the problem of physical 
procurement of grains from the producers and it.' mobilization 
in the hands of a Government-agency presents formidable 
difficulties. 


(vii) The storage facilities for grains arc unsatisfactory 
and result in substantial losses of grains in storage or transit 
and also limit the security available for marketing finance. 

(riii) The question of quality of foodgrains and cash 
crops also requires a very careful scrutiny with a view to raising 
t lie standards which have inevitably deteriorated during the 
regime of control in this country in common with other 
countries. 

(Tv) The location and the organisation of subsidiary 
industries such as the flour and rice mills, has also outlived 
the pre-war conditions and their equipment is outmoded in 
many cases. 

It will be observed that the problem of ensuring food for 
all. of adequate quantity and requisite quality, presents a 
wide variety of objectives to be achieved. 1 he resources 
for development being limited, even in regard to the objec¬ 
tives it is necessary to draw up an order of priority. An 
adequate supply of cereals and pulses to give full nourishment 
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to the population must take precedence* over increased yuppl\ 
ol vegetables, fruits and other protective foods with a view 
to raising the nutritive standard ol the diet. For this purpose, 
the possibilities ol expansion in local production have to be 
assessed and the scale ol imports to be determined. So long 
as iisks attendant with draught or Hoods remain unregulated 
tinough de\clopmcnl oi muiti-purpo. c piojec the mainten¬ 
ance of grain reserves to ofiset the scan it v c ond it iom in bad 
years has also to be tackled. Simultaneously, .step, have to 
be taken to raise the income and the purchasing powet 
tin ough industrialization and public woiks programmes so 
that the population can, in fact, get the desirable minimum 
aily quantum oi loud. 1 he cottage industries mu>i p!a\ 
a part, but the relative priority to be assigned should be 
determined by the actual employment-creating value of the 
s chcmcs rather than a fashionable imitation of sin h hackitcved 
schemes as bee-keeping, coir-matting etc., whose benefits' 
supplementary income and employment-yielding avenues arc 
" doubtful nature. A planned location of large-scale indus- 
es directly connected will, agriculture such as cotton spin- 
nmg and weaving, vegetable-ghee and sugar in the heart ol 
rural ucas, subject to climatic considerations, will go a long 

to the rnrd Vldl "? ■ Upp ™ 10ntary employment and incomes 
o the rural population. The general problem of grain storage 

for normal commercial transactions and lor reserve" 

be taken up with a view to minimuing stotot c and 

additional ^ W,H 

able for market-Hnance In the'rTr A avail " 
trade data collected during the v 'f U f mt c'-provincial 
diaiy food industries ko fl thc . ,oca ^ n subsi- 

reviewed. I n deciding t hc°? r ^ UCC milIs shou,cl bc 

encouraging the setting,,, f ocat,on > the possibility of 

XX" :;z", Z!X* ° r xxrt 

areas so as ,o rake thf keen *" d , Cfidt wheat-consuming 

and avoid losses through transk d ^ ° f "' hcat l )loduc,s 

gh transit deserve consideration. Simi- 
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larlv, the rice mills may be encouraged to import machinery 
incorporating latest processes of drying paddy and flour¬ 
mills to import plants fitted to produce a product of higher 
nutritive value like whole-meal alia or flour. 

G. Prior to World War II, Indian agricultural produc¬ 
tion was largely adapted to the needs of a flourishing export 
trade. Tea, coffee, cotton, jute, and oilseeds predominated 
in the export trade and, in common with the other primary 
producing countries, the income of the Indian agriculturist 
came to be largely determined by the fortunes of these staple 
commodities in the international markets. Since the adop¬ 
tion of the policy of protection and the re-orientation of the 
export markets during the Depression, there has been an in¬ 
creasing tendency to utilize these raw materials for meeting 
the growing needs of the Indian industries such as cotton, 
jute, sugar, etc., which provide an increasing market for the 
Indian agricultural produce. The loss of export markets 
in general and the Japanese market in particular for short 
staple cotton and the European markets for the oilseeds and 
jute caused a comparative slump in the prices of these cash 
crops in the early year* of war. Oilseeds and jute, however, 
soon recovered partly owing to the war demand and the in¬ 
creased demand for oil for consumption and as the raw mate¬ 
rial for vegetable-ghee industry. The position of short staple 
cotton, however, did not materially improve during the war 
years. The loss of export markets on the one hand coupled 
with the worsening internal food situation on the other, re¬ 
sulted in a shift in the terms of trade between cash crops and 
food crops and the relatively high prices of food crops were a 
major factor in the switch-ovci from cash crops to food crops. 
Jozvar, bfijro and maize arc substitute food crops for cotton 
and paddy for jute. The climatic conditions and the relative 
price ratio of these commodities do affect to a considerable 
degree the acreages under these alternate crops. 1 he switch¬ 
over from cotton to bajra and jozvar and jute to paddy was 
one of the main planks of the increased food production efforts 
made during the war. The following figures show the average 
yield of cotton, jute, rice, bajra, jozvar and maize lrom 1938-5. 

to 1943-14 : 
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Area 

in million 

aerc-O 




Yea 18. 


Cotton 

Jute 

UOf Til 

J<Ht Qf 

Maize 

Riee 

I93H-39 

• • 

23-.*> 

3 * 2 

Mbs 

37 1 

S-2 

7K-3 

1939-4M 

• • 

2M» 

3 • 7 

jn-4 

37-0 

h-:« 

7S • 1 

11140-41 

• • 

23 3 

M 

21 0 

37-u 

.s-2 

71; - •.» 

1941-42 

• • 

24 2 

2. •> 

21 !* 

3K-o 

s • I 

77-4 

1942-43 

• • 

19-2 

3 • 3 

2ii-3 

40-u 

s-7 

79 - 1 

1943-44 

• • 

21 1 

2 • ti 

24 • 2 

30-1 

s- 7 

v t -9* 




Held 







In inillii 

»n bales; 


\In mill 

H»n lolls l 



l939-4d 
n»4M-n 
I !I41 — 
i 942-43 
1943-14 


4 •!» 
<»• 1 
«>-2 
4-7 


j ■ 2 


!l * 7 
3 • 2 
• > • 4 
• 5 
9- I 
70 


3 0 
2*9 
3-7 

3- 7 

4- 7 
4-2 


7-2 
7-3 
7 • !• 
7-0 
7-4 
7-4 


2 • A 

2- 9 
2*S» 
20 

3 - 0 
3-0 


20 • l 


27 


23 • s 


270 


20-0 
32 • 4 * 


The restriction of jute acreage started from 1010-11 and 

the campa.gn to divert the area from cotton to joioar, I,aim 
•and maize, commenced with the season 1010-13. About 
4 to o million acres were diverted from cotton to hajra jawar 

a«city. 1 he relation between the mrin,- 1 • 1 

has not been borne out by these figured Thf JU * 

P i-?and' tt at d^tic aS red a u C ctbn C in'dm {“jP" 

left room for simultaneous increase in paddy and 

ttzzt 
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placed on the diversion of acreage from cash to food crops 
lor increasing food production. Moreover, the reduction 
in the acreage under cotton or groundnut implies a reduc¬ 
tion in tlie supplies of oil-cake for cattle feed or manurial pur¬ 
poses. which in its turn may adversely affect the production 
of milk or crop yields. The acreages under cash crops like 
cotton and jute will primarily have to be determined in the 
light of (a) the demand of Indian industry for current out¬ 
put and stocks and ;/-i the export demand. Since the relative 
price ratios of these alternate crops influence the actual 
acreages sown and the total production, a deliberate planning 
of acreages unclci these alternate crops will have to become 
an integral part of the agricultural policy. 


7. An attempt has so far been made to set out the 
objectives of agricultural policy and to indicate the principal 
problems which will have to be tackled. The policy for 
their solution must be directed to the formulation and imple¬ 
mentation of a series of integrated technological, economic 
and organizational improvements with a view to securing 
primarily maximum yields per acre in relation to costs. The 
task must be approached in the same manner as the econo¬ 
mic preparation and mobilization of resources for a total war 
effort. In such an cffort.it will be necessary (a) to determine 
the targets of additional production to be secured in a given 
period in specified areas, (b) to draw up an order of priority 
of the measures to be undertaken in the light of availability 
of resources and to co-rclatc each of these measures to strictly 
pre-determined results to be obtained and (c) to provide 
adequate organisation to execute the programme of action, 
and to watch and report on the results and to make adjust¬ 
ments. 

8. The targets of increased food production may be 
based either on a) the estimated gap between the total 
nutritional requirements and the available rcsouiccs or (b) 
the cereal-deficit constituted by the pre-war net import figure 
modified by the additional requirements due to the annual 
increase in population. On a nutritional basis, the gap will 
appear to be about 3 to 3£ million tons with a further 070,000 
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tons per year foi the annual population rale of im rc.ia: o' " 
millions. So long as the general level ol iueome, pun basing 
power and consumption Inn not been rlfeetiveh rai ccl, il 
target on the hypothetical nutritional bad-. will appear lo I 
an ambitious one. Alternatively, the target can be lived 
on the net pre-war import demand ol about a inillion-aud-a- 
liah tons with adjustments lor the annual population im tv aw. 

•*. regards the mea-aires, dining the war the im tea id 
lood p tod uc l ion el lot is were based on the following plastic : 
i) a »\\ itch-o\ei Ironi cash to lood < i ups, J > imensive inea- 

sures to raise productivity and vie Ids through assured water 
supply, improved seeds and manure distribution and :»i 
bringing under plough bosh land desciibed as ‘ eullurable 
wastes or fallows. As indicated in the previous diwussion 
not. much reliance can be placed on Ip As regards rJp 
the first and foremost priority will Imve to be given'to assured 
water supply. The maximum number of multi-purpose 
projects for large scale reservoir-, dams and bydro-clmrii 
generation on the principal rivers must be given the highest 
priority m the Development Plans. It is open to argument 
whether such projects which will take between s to -in venrs 
.or completion should be given a print itv ovc, minor irrma- 
lion schemes. These projects are pattly in the nature of a pru- 
% stott oi resources at the expense of torrent consumption a- 
an insurance against the known risks of .Nature and partlv a- 
msttumems of developing the physical res...trees and strength¬ 
ening permanently the fabric of rural economy H tvitm 
tegatd to the position of absolute helplessness (o' which the 
?j a5 T lUriSt and ,hc community are exposed owin«- 

^bout th^g^r 

With pumping plant installations Etc It admh ‘ , da "' S 

ft- determine the iocation of areas ^cm th h! 

mL'StTueh'tb • S l re!U V\ lhCn aSSCSS thc -vadabtlity of 
the sinking of wells otdhe' ’.j Cmcnt > a,,cl coal a ‘>d undertake 

— SWU C‘rsr“-L” 
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Two other measures which are calculated to raise yields 
rapidly are intensive use of manure and improved varieties 
of seeds. It is the expert view that the use of manures and 
improved seeds will yield the best results if they are used in 
conjunction with assuied water for the soil. The intensive 
distribution of manures and improved seeds should, therefore, 
be concentiated in the initial stages on the irrigated areas 
or dependable rain-fed areas where the risk of draught or 
floods is considered to be at the minimum. The manure 
distribution target should aim at covering the entire irrigated 
area under wheat and rice within the shortest possible time. 
On this basis, the quantity of manures required should be 
worked out and steps should be taken to produce, collect 
and distribute tluough a network of seed stores all types of 
manures such as (a) the farm-yard manure, i b) village and 
town compost prepared according to Bangalore process 
(c) ammonium sulphate in conjunction with bonemcal or 
oil-cakes and id) green manure seeds. The conservation 
of farm-yard manure will not be a piactical proposition 
unless the scheme is linked up with village plantations to create 
fuel-reserves and provide an alternate cheap fuel to the villager. 

in. As regards seeds, each administration should deter¬ 
mine the period in which the entire area under principal crops 
will be covered by the known improved varieties and work 
out the total quantity of improved variety of seeds required. 
On this basis, steps have to be taken to establish Govern¬ 
ment farms and make A and B growers’ arrangements for the 
multiplication of the improved seeds and also for distribution 
of the seeds through seed stores. 1 he actual target of work 
will have to be modified in the light of estimated total quanti¬ 
ties of manure and improved seeds which it would be practi¬ 
cable to produce and distribute during a given period. 

11. A ieal development effort will mean large scale 
investment of public funds and such an expenditure will be 
justifiable only if concrete results could be obtained from the 
given expenditure. During the war. an extensive system of 
food control and administration comprising of procurement 
tluough a single Governmental agency of all the marketable 
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surpluses of grains at controlled prices and the distribution 
oi these supplies through controlled channels and ration shops 
has been built up. So long as these controls continue, it 
would be an advantage d the intensive “Grow-More-Food 
cflort by way ol use of manures and seeds in specified areas 
is linked up with a procurement effort in the form of advance 
contracts with tlie producers in specified arcus to deliver the 
expected additional quantities ol !ood at specified prices. 
This is, perhaps, the only means ol ensuring that the given 

expenditure ol public funds docs produce* specific conc rete 
results. 

1 “• rc ,?ards i .‘5), the Agricultural .Statistics of India 
report nearly 1 18 million acres as “culturablc" but not culti¬ 
vated waste and r.u million acres as current fallows. In 

the existing technique of agricultural production, keeping 
lands fallow is a normal rotational practice and unless more 
definite guidance about the crop rotation could be idvcn it 
cannot bo interfered will, to any la,go extent. Tl,c possibi¬ 
lity of green-manuring the lands kept as current fallow and 

growmg a cereal crop in the following season, however, re- 
quires examination. 


cultivimrM 180 r rea -° r hmd dcstrib< ' d as culturable but not 
cultivated has often i„ vi ,cd comments. I, is „ue that a very 

f ° ‘ h,S la " d ma > " 0 > ^ cultivable at all or the 

b c h T o r U,U ,hCir uncultivated mav 

allJm iv- = 

sir gpxr-fZA z 

a =. S 

.■ »!*.u or Z ""- 1 “J 

tunst, an cn<rinrw -»«ri r lc,lm °‘ an agricul- 

mically grown or the Ivor 7^7 T™' Crops can bc ocon °- 

o m rt tzrsJl'J* 

including vlUage-planitio^f sucT 
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ducted as lapidly as possible in all areas which report sub- * 
stantial blocks of land as “Vulturable wasteland steps should 
be taken to prepare suitable development projects. 

Apart from the “cultivable waste lands,” there is a consi¬ 
derable scope for developing eroded lands and carrying out 
anti-erosion measures for conservation of the soil. This work 
also requites a , a survey to locate the blocks of land which 
can be saved for cultivation through suitable anti-erosion 
measures and '!>) the formulation of combined projects 
for developing the lands with such measures as afforestation 
of the catchment areas or contour and terrace bunding on 
the lines attempted in some of the hill areas in the Punjab 
or field-bunding for conservation of moisture on the lines 
of work done in the Bombav Deccan. 

4 


].». A facile optimism is noticeable in recent discussions 
of the agricultural problem which lends support to the view 
that all that is necessary t<> raise food production is to organise 
an intensive distribution of manures and improved seeds and 
provide assured water supply. That these arc the most 
important mean" ol increasing production can hardly be dis¬ 
puted, but the question which deserves ver y careful considera¬ 
tion is whether the average agriculturist with his small farm, 
limited resources, scepticism about the use of manures, primi¬ 
tive technique and the inertia born of a century’s neglect 
will in fact avail himself of these facilities, put them on the soil 
and increase production in all the 700,000 villages of India. 
Any careful examination of the problem brings out the con¬ 


clusion. that if approached on an individual basis, not 
much can be hoped for by way of real and effective results. 
The problem of a rational and sound organization in the field 
of production is fundamental to real agricultural improve¬ 
ments. The hard realities of the social and economic life 
of the average cultivator have to be taken into account in 
discovering a proper “ basic unit of production" and a suitable 
organization. The attachment of the small man to his field 
is almost pathetic. The existence of a multiplicity ol inter¬ 
mediate interests between the actual tiller of the soil and the 
recipients of the net benefits or rent is well-known. The 
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crucial question, in (his connect ion. is not who owns tin- 
land or who receives the rent bin. how tin- giwn available 
limited resources in hind in c-.u h village ,n<- organi/cd for 
production. It is a satisf.uTory answer to ihe question 
how the resources are organized production that will 
determine the rate of agricultural prand improvemeiil 
in agricultural efficiency. The main <1. mi nis of a satishn- 
tory and rational organization can be brn.sdlv indii at-d as 
follows : 


> li \\ hate\ei the position <>i land-owners nr muiers, 
the system of farming of small |>i« <. | U\ il„ individual 

cultivatoi on a family bads inn t give platen, ,!,<• fdrillin'’- 
of the entire available land in cadi \ ilb.gc . n a . o-o,„ . ativr 
basis by the village communitv as whole. f n other words- 

the village must become the primary basic unit ol produc¬ 
tion for “cropping purposes.” 

Ihe distribution of manures and >« cd> ,,r even 

water must be arranged not on an individual basis but 

as bulk supplies on a collective basis for the entire village- 
community. •-*' 

g) The actual tillcis must bo required t„ 
presc ribed ciopping-schcdule lor the village are a. 

Keeping in view these clcmeno h,,- 
organize ca« h village communitv into' , n uiT I ^ 

require the actual cultivators to farm the emir, vi 
according to a prescribed croppi,,,-.^ c | lt -duI c T ? 
association should servo as a mulli-nurrr, - r vlllaRC 
icing society. I, should n,aint^‘f"!^ r " "d:'d mi " ' 
nuies and also accommodation for storim.- v i , '' ld m- ’" 
members who should be required to sell thch'Vr b 
only through the association In f ac t .1 sul P* llscs 

be performing functions similar ,n l’ aSS ° r cla, '°>’ «hould 

branches of the Credit Agricolc in F ^ P , crl mcd b >' thc 
of manure or seed loans or irlva suc 1 ns the advances 

by the members. Such a d^mocS'c™ 1 P™ duCC P led S ed 

listed by small nuc.eus expert staff prov^^Go^mt^ 
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The Government should also give necessary financial assis¬ 
tance. It is realised that the icorganization of the village 
community life in all 700,000 villages of India on these lines 
will be an ambitious task and it should be attempted in the 
first instance in selected villages and then extended to other 
areas in the light of experience. It must be realized that 
there is no short-cut to rural prosperity and the late ol agri¬ 
cultural progress will, in the main, be determined by the 
success achieved in building up a sound village organization, 
and a satisfactory basic unit ol production. In tins connec¬ 
tion. the recent’ legislation for the establishment of Goan 
Panchajats adopted in the United Provinces deserves very 

careful studv. 


Side by side with the question of a sound village organ¬ 
ization the administrations will have to review and provide 
adequate planning machinery at the headquarters in the form 
of agricultural and land development commissions or boards 
with executive staff and similar machinery at the headquar¬ 
ters of the districts. 

14 Tfi c lines of reform to be undertaken and the 
problems to be tackled are manifold. The available resources 
in men and materials are limited. This inevitably requires 
an order ofprioritv both in regard to the measures to be taken 
up and the objectives to be tackled. This is not to minimize 
theimpoitanceof the economic measures referred tom thedi- 
cussion relating to the factors governing the income of the 
agriculturist or such measures as the increased pioductio 
of vegetables and fruits or the provision of field service for 
protecting crops from diseases and pests or sto.age pests. 

Agricultural research is ultimately the foundation of 
nil agricultural progress. While existing research has not 
a i ^ u maintained but greatly expanded, the immediate 
only to -“puiortlieSelds of the actual cultivators 

T known results ol past research on the widest possible scale 
:!; e t“r.:;t .ime mid this must become the watchword 

of the policy for sometime to come. 
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15. In the field of animal husbandry one has also to 
lace the problem of limited means in relation to alternate 
pressing objectives to be tackled and priorities arc unavoidable. 
Intensive and extensive work, on a very large scale, has yet to 
be done to improve the bleed of cattle, sheep, goats, and poultry 
and to provide adequate protection to them against diseases 
and veterinary treatment and aid. The highest priority should 
however, be given to efforts to increase milk and fish supplies 

importance of milk in the diet 
of a vegetarian people does not require emphasis. The present 

supply of milk is woefully inadequate as compared to the 
nutritional requirements of the people. The poverty and 
the lack of purchasing power of the bulk of the population 

milk 0 T rS M y reSp0 7 b ' e f ° r the low /" T ca l‘ ila consumption of 
milk' " / perishable but highly valuable food like 

k the creation of an assured market at a reasonable price 
is the most important pre-requisite of an effort to increase 
P uc ion and supplies of wholesome pure milk The 
expel t view in the matter is, that keeping in view this basic 

Sta lled m C Zf;r- 0f inCreMin S mi,k su PP fe sb ° u ld 
ofmilk in respect ofilUh^ 10 " 5 ° f SUpP ' y and dis,ributior > 

vince or staT On th‘ baUTthh"' r*™ ^ j" ' hc P"- 
ties should oriranisr thr u i US information, the authori- 

into a single distributive Lr ° dl *f r * butors in each town 

tive agency to a two fold ^ up sucdl a dlstr ibu- 

mentfchemc a procure- 

the distributive aJncvshonM V farm Schcmc ' Undcr (*), 
individual gowalas at focul collect milk from the 

miles of each urban area a radius to 25 

central dairy in the town’ nr n ' P ° rt , t lat . milk quickly to a 

distribution to the population on^ tle ,™ lIk and arrange its 

of the distributive P agency should 2 h ' 131 baS, '?‘ Thc Cities 

consisting of represematives of lenr^ UF>erV1ZCd by a board 

and consumers and a number P oducers > thc distributor 
by Government. The distiibutive epres( mtatives nominated 

-age the gctcaUu to ^ try t0 ~ 

as, s and to maintain their cattle 'undei^a * C °'° perative 

undei a common ^shed 
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and introduce stall feeding. As an inducement, the gowalas 
willing to take up the scheme should be supplied concentrates 
or fodder at subsidized rates in the initial period until the 
scheme makes sufficient headway. Under (/>), the distri¬ 
butive agency should establish a dairy farm of its own in the 
same neighbourhood where pedigree cattle may be main¬ 
tained and which should become a nucleus of better-feeding 
and better-breeding work and demonstration. The size 
of the dairy farm should be economically planned with a 
view to supplying a portion of the daily consumption require¬ 
ments of the distributive agency. High prices is as much a 
cause of low consumption of milk as inadequate supplies. 
It should be appreciated that the cost of producing pure 
milk will be relatively high and, with a view to encouraging 
the consumptionof this highly nutritive food, the administra¬ 
tions should introduce special schemes of selling milk at 
concessional rates through the same distributive agency to the 
vulnerable sections of population such as women and children. 
Such an organized effort at increasing the milk supplies for 
the urban areas will have to be supplemented by intensive 
breeding work through the establishment of the Government 
breeding farms and through key villages and provision of 
adequate veterinary aid. 

10. Fish constitutes an important article of diet of cer¬ 
tain sections of population and is a very valuable supplemen¬ 
tary in the diet of the people accustomed to take it. Intensive 
effort requires to be made to clean tanks, to distribute finger- 
ligs and fry for stocking up all the tanks and ponds and to 
promote an organized mar keting agency amongst the fisher¬ 
men. The potentialities of incieased fish production in the 
Bay of Bengal and the Arabian Sea round about the principal 
ports also need to be surveyed and followed up by the 
establishment of fish-curing yards, provision of launches with 
cold storages and provisions of ice and salt at concessional 
rates to the fishing parties and necessary arrangements 

to train the staff. 
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17. 1 he importance of further research work in animal 
husbandry does not require special emphasis. Much work 
11 a * yet to be done particularly in respect of animal nutrition 
studies combined with intensive development of the grass 

reserves and fodder supplies and also concentrates and their 
distribution. 


IS. An attempt has been made in this short article 
to set out the salient features of the agricultural problem 
m India and to indicate the major planks of the agricultural 

• • to secure a rapid increase in 

the income and the living standard of the agriculturist and 
maximum production of agricultural crops at the minimum 
possible cost. The organizational aspect of development 
in the field of production, marketing and finance both for 
agriculture and animal husbandry is of pivotal importance 
to reai and lasting development. The principal objective 
and the main measuring yard of progress must be increasing 
yields per acre of all the principal crops in relation to costs 

^ ^ r • i ^ creation of a 

sound organization so as to create an optimum basic unit 

of produetton m agriculture and animal husbandry consistent 

w:th the facts of the social and economic life of the pcopfc 

and also m the field of finance, marketing and distribution 

h/tblTd th l W m ‘' n ' made ,ational organization has to play 

m the development of the full potentialities of agriculture 
and animal husbandry is not always clearly appreciated It 

rathci'.l V “ y and tHe SCa ' e ° f thc hun >an effort involved 

rather than the actual choice and soundness of particular mra 
-res that will determine the rate and the deg ee 7p 

huslatdrTyi:fafj"£ 

path to it ™ " based ° n an and thc 

“ ‘° ng labor,ous one requiring a tremendous 
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organizational effort and a sustained and vigorous drive for 
emancipating the producer from all the risks, natural, biolo¬ 
gical and economic, launched and maintained with the full 
co-operation of the people and the Government. 


Mr. N. G. Abhyankar , M.A., M.Sc. ( Eco. Lond.) started his career 
as Research Assistant in Economics in the Bombay University School of 
Economics and Sociology. After working in various capacities, he became 
Deputy Secretary, Food Department, Government of India. Recently he 
has been appointed Food Adviser to the Indian Embassy at II ashington. 


STABILIZATION OF AGRICULTURAL 

PRICES 


By 


M. L. Dantwala 

In 1945, the American Farm Economic Association 
conducted a contest for the best paper on the subject of “A 
Price Policy for Agriculture, consistent with Economic Pro¬ 
gress that will promote adequate and more Stable Income 
from Farming.” In all 317 papers were received. Several 
University Teachers and Administrators participated in the 
contest Nearly a dozen top-ranking papers were published 
m the November 1945 issue of the Journal of Farm Econo¬ 
mics. The papers provide an interesting insight into the 
current American thought on the question of farm prices. 
Though obviously written in the background, of American 
conditions, certain dominant trends in the academic opinion 
on 'he subject are clearly visible. We, in India, are seriously 
consider.ng the quest,on of stabilization of agricultural prices 
and the experience as well as the knowledge of the trend in 

~r ght ^ AmCrica wiU very valuable A 

on Slowing~ ng PaPCrS rCVealS 3 diS ‘ inCt 

1 ' tevel "of °" ‘ I 6 gC ' ,eral economic ability and a high 

el nl Cmpl 7 m r for the maintenance of high 
level ol agucultural prices. S 

A strong accent on free market mechanism. 

Forward pricing and compensatory payment to 
armers for maintaming their standard o P f living. 

An enlightened storage policy. 

It is pointed out that no one sector nf.no 
to benefit continually at the cost of the other ^ 

kon of natural disadvantages nr th . Some correc- 

ages or economic inelasticities 
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may be legitimate, but, in the long run, economic prosperity 
is one and indivisible. Price and income stability is the basic 
problem of the whole economy. Attempts at solution must 
therefore be general in sccpc. At least vve must see that 
solutions recommended for agricultural prices do not conflict 
with the geneial monetary fiscal policy. It is as much in 
the interest of the farmer as anyone else to see that employ¬ 
ment is maintained at a high level. Yet the test of a price 
formula is in the depression. The depression, when it comes, 
affects every sectoi of economy and a scramble for stability 
by anyone must injure the rest. And experience hitherto 
shows that the boldest of price formulas will break down in 
the face of a persistent depression. What a price policy for 
agriculture can, at best, try to do is to remove the disabilities 
inherent in the agricultural economy. 

American thinkers seem to lay the greatest emphasis on 
free price mechanism. Any interference with it. they fear, 
would seriously disturb the resource allocation function of 
the price mechanism. They are conscious of the fact that 
the failure of relative prices to reflect consumers’ choices 
and impediments to mobility of resources from less to more 
remunerative uses, are the two major barriers to optimum 
resource allocation. But the contention is that an unwise 
price policy for agriculture instead of helping mobility may 
perpetuate an undesirable status quo or, what is worse, attract 
resources into basically inferior uses. Parity prices have the 
disadvantage that they stereotype conditions and patterns 
prevailing at some historical period and prevent the reflec¬ 
tion of current consumers’ choices and changed economic 
conditions. Anyway opinion seems to be fairly unanimous 
against transferring price decisions from the market to the 
secretariat. The dollar vote is considered more reliable than 

the political one. 

But this faith in the theoretical efficacy of the dollar vote 
is weakened to a certain extent by actual experience. I here 
is a genuine desire to see that the results of the free pi ice 
mechanism are consistent with certain accepted social values. 
It is realised that a strict productivity distribution docs not 
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always achieve the social aim. Hence the necessity of agri¬ 
cultural price policy as distinct from the general monetaiy 
fiscal policy. As mentioned before thcic are certain inherent 
characteristics of agricultural economy which are lesponsiblc 
for social disequilibrium and these may need correct ion. 
For example, it is well known that agricultural production 
is not fully sensitive to price fluctuations and that production 
is maintained even where prices arc not sufficient to cover 
the costs. Secondly, when prices begin to fall, the fall in 
prices of agricultural commodities is much more precipitous. 
It is here that the price policy for agriculture has to make 
an appearance. It must interfere and vet cause the least 

disturbance in the free maiket mechanism. How can it 
do so ? 


The system recommended is that of forward pricing 
with compensatory payments whenever market prices fall 
below forward prices. In fixing forward prices care is taken 
to see that they do not result in an income so high that it will 
retain labour resources in agriculture not warranted by tech¬ 
nological needs but which, at the same time, under no cir¬ 
cumstances must be so low that they lower agricultural effi¬ 
ciency or lead to exploitation of tenants and agricultural 
labourers or cause transfc, of lands into the hands of the 

bidnforti? rS ° 1 thenV,Se thc P liccs must be such as would 
ng forth supplies commensurate with thc consumption 

needs of the community (effective demand at full empio," 


to seIklTeveTat 0f ^ P rice * arc be left f.ee 

^ seek a level at which they are able to clear the supplies 

The prices would then i effect current consumers’ choic^and 

though compensatory payment would prevent the actual re 

Authority Larp-e rrm™ judgment of the Planning 

for switching J ^ 
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As far as the farmers are conceined forward prices remove 
their fear of unceriainty and compensatory payments enable 
them to maintain their standard of living and efficiency of 
cultivation. 

Another advantage of the system is that it saves the admin¬ 
istration all the bother of storage and its allied problems. 
Government's buying is no solution to the problem of surpluses 
and as the Federal Faim Board realized to its cost, as an 
instrument for sustaining prices its efficacy is very limited. 

Fiom the point of view of administrative convenience 
the system of compensatory payments compares favourably 
with that of fixed prices and Government buying. In order 
that the fixed price may reach the actual producer,thcGovern- 
ment may have to buy directly from the primary producer. 
In that case the whole burden of maiketing the crop falls 
on their shoulder. For a country like India this will be a 
stupendous task. Compensatory payment has also its pro¬ 
blems, but as will be seen from the following scheme, the admin¬ 
istrative work involved in it is much less. 

There is more than one method of implementing the 
scheme. Here is one advocated by Kail Brandt of the 
Stanford University. Brandt recommends a system of mini¬ 
mum farm income insurance. Production and price floors 
for the basic crops arc first established. These will enable 
the Authorities to determine the “insured farm income.” The 
second step is to derive the actual average income received 
from sales. This can be clone by compelling all dealers in 
agricultural commodities to issue sale certificates to farmers 
from whom they buy any of the insured commodities. I he 
sale certificates shall state the quality and the quantity of the 
product and the price at which it was sold. The authorities 
can calculate from the sale certificates the total income actually 
obtained by the farmers. If the income received is found 
to be below the “insured income,” the authorities can deter¬ 
mine the difference in per cent of insured income and pay 
all certificate holders an indemnity equal to that per¬ 
centage on their actual receipts from sales. To discourage 
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any understatement about prices received it may be announ¬ 
ced that the fixation of next year’s “insured income” will be 
influenced by the actual receipts of the current year. It will 
thus be in the interest of the farmers not to understate their 
actual incomes from current crops. 

It is evident that any scheme of compensation cannot 
hope to achieve perfect equity. For example, in the above 
scheme only regional averages and not the actual yield or 
price received by an individual farmer arc taken into consid¬ 
eration. But il the object of such a step is just to correct 
only the major disturbances in the agrarian economy, this 
may not be considered a serious limitation. 


We have noted that one ol the reasons why it 
becomes necessary to adopt a special policy for stabilising 
agricultural prices is the uncertainty of production. Nature 
plays such an important role in agriculture that it is impossible 
to plan production with any certainty. Unstable produc¬ 
tion oltcn leads to unstable prices. An intelligent storage 
policy may, therefore, indirectly help the stabilization of 
agricultural prices. Here it is necessary to distinguish be¬ 
tween a storage policy which aims at production stability 
and the one which aims at maintaining prices at a particular 

, u '* po,ntcd out most emphatically that the storage 
pohey should scrupulously avoid an attempt to maintain or 

ra.se prices. Storage must be used by the State as a corrcc- 
‘ e ° thc ™gar.es of nature. Here, too, the American opin¬ 
ion is so keen on free market that Mr. William Nicholls the 

winner of the first prize, suggests that the standard of storage 

duction H , ° n i hC fiVC yCar m0mn - average ofpro- 
fidt need h °" V 2 percenta S e °f the excels (or de- 

fie The HtrT ( °\T de g °° d) by the Statc “uthori- 
ties The atter device whilst checking the wide variations 

m the supply will allow the market to have its say both with 
S:°n. the PnCe aS Wdl 35 the «■*-> — Y of resource 


One thing which emerges clearly from the above discus 
sion is that netther the extreme of free market nor that of 
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State trading finds favour with enlightened opinion on the 
question. Whilst it is realised that any deviation from free 
market will create problems, the solution of which will have 
to be, to say the least, arbitrary, any doctrinaire adherence 
to tlie maiket mechanism, because of various factors, will 
produce results which will be contrary to our sense of social 
justice. A compromise from any of the pure forms is, there¬ 
fore, necessary. There are two ways of approaching the 
problem. You can either take the free market as the basis 
and apply correctives as and when necessary, or you start 
with total control and go on making adjustments dictated both 
by theory and practice. Opinions will differ as to the best 
way of arriving at the compromise. One may only remark 
that there is no particular merit in getting things done though 
Civil (or Economic) Service which can be done by impersonal 
forces in a sort of an automatic manner, provided of course 
that the automatic way does not go counter to our concept 
of social justice. 


Prof. M. L. Dantwala, M.A. is Reader in Agricultural Economics 
in the University School of Economics and Sociology , Bombay. He has 
been in the academic field for about ij years. 


LAND REFORMS 


By 

M. B. Df.sai 


Of all the measures essential for rehabilitating Indian 
agriculture and for the rebirth of a prosperous peasantry, 
land reforms arc perhaps of primary significance. Without 
this basic foundation all the efforts at reconstruction would 
cither not bear fruits or produce results much below expecta¬ 
tions. 1 he meagre results achieved from the attempts made 
during the last two decades or so to encourage the farmers 
to use bettei seeds, more manures and improved agricultural 
implements and livestock so as to increase yields from land 
as well as to add to their income from better prices for their 
crops through the provision of efficient marketing service 
without tacklmg the basic evils associated with the'title and 
occupation of agricultural lands bear ample testimony to the 
argument we have made above. Any plan intended for 
the reorientation of the rural areas, therefore, should devote 
attention first to the basic land problems from which most 
the evils of agriculture spring. Measures to bring about 

mo e eS / T nCC * * riculture 50 - to render farming 
more efficient and increase yields from land and others more 

r:« rns 0 sh a or ar H ind , ' V , hich WOuld ” farmer s"cash 
letuins should no doubt, be undertaken, but they alone will 

radically'the ka* ^ the bent to ahe' 

dicaily the basis of land ownership and cultivation. 

country' tbe various land Problems of our 

hurdle in the way of progressive agriculture l 

may be broadly grouped into three classes. Firstly there hthc 

permanent zamindari system mainly found in r!’ p 

P-* o/Madras 
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million acres of land. Under this system the zamindar is 
the owner of agiicultural lands and pays annual fixed revenue 
to the Government, but enjoys, at the same time, unrestricted 
right to collect rent from his tenant farmers who are the actual 
tillers of the land. With the passage of time a large number 
of intermediate interests came into existence between the 
zamindars and the tenant cultivators as a result of the zamin- 
dars delegating the work of collecting land revenue from the 
immers to others for fixed payments. The rent collectors so 
created imitated the zamindars and created varying interests 
below them with the result that the chain of intermediaries 
between the Government and the tenant cultivators became 
long and intricate. An investigation revealed that in some 
oi the zamindaris in Bihar parties between the zamindars 
and the peasants enjoying varying interests in tent collections 
number as many as thirty-six. Two main evils made their 
appearance out of this state of affairs. While the return to the 
Government by way of land revenue from the zamindaris 
remained fixed in perpetuity, the greed of the intervening 
interests knew no bounds and the tenants began to be rack- 
rented by many direct and indirect methods on the pain of 
being evicted any moment. The landlords live away from 
their estates in the cities and arc not interested in farming. 
They do not sink capital in agricultural improvements. The 
cultivators, therefore, do not get back anything in return 
for the heavy payments they make to the zamindars. In 
the United Provinces, foi example, the zamindars collect 
roughly Rs. 10 crorcs a year of which about Rs. 7 crores go 
to the Government as revenue and the rest to the zamindars. 
Of Rs. 9 crores that go to them barely Rs. 2 crores represent 
the cost of collection and the province docs not get any return 
from the remaining Rs. 7 crores that go to the landlords’ 
pockets. The decadent nature of agriculture arising out 
of uncertainty regarding the tenure of land and the numerous 
charges of the zamindars and superior holders can well be 
imagined. In the second place, there are the temporarily 
settled zamindaris like the Alalgu'ari, Maharwari, Khoti, J\ar- 
vadari , Bhagdari , Inami , Taluqdari , etc., to be found mostly 
in the C. P., the Punjab, Sind, and parts of the U. P., Bengal 
and Bombay. They cover about 30 per cent ol the area 
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of British India. Taken together, the temporarily and pci- 
manently settled zamindari areas covet about 49 per cent 
of the agricultural land 0 in British India. Agriculture in 
temporarily settled areas sufTcis from all the drawbacks of the 
permanent zamindaris. Two features, however, distinguish 
them from the permanently settled areas. As under the 
raiyatwari settlement, lands undei these tenures have been 
measured and assessed and the assessment on them is periodi¬ 
cally revised. While under a few of them government de¬ 
mand varies with the increase or decrease in the assessment 
at the time of revisions, in the case of others, the pciiodical 
revisions affect the claims of the intermediate interests on 
their tenants, leaving the Government’s share unaltered. 
Moreover, unlike the permanently settled zamindaris, in the 
case of most of these minoi tcnuies only one interest exists 
between the Government and the tenants. The remaining 
ol pei cent of the agricultural lands or approximately 285 
million acres are under the raiyatwari system which is found 
m Bombay, in most parts of Madras, in Berar, Sind, Assam 
and the Punjab. Under this system the cultivator is ordinarily 
the holder of the land as long as he meets the Government 
demand regularly. The Government fix the land revenue 
alter carrying out survey operations. The assessment so 
fixed is revised at intervals varying from 20 to 40 years. 

n account of the many economic ills from which Indian 
agnculture suffers and as a result of the migration of the 

areas after acquiring 
suffiaent education m the quest of the soft jobs of the cities 

an appreciably large area of lands even under the raiyatwari 
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110 


PAPERS IN ECONOMICS 


tions. In Multan, Jhang and Dcra Ghazi Khan, for example, 
74, G9 and 65 per cent of the lands under the plough respec¬ 
tively are cultivated by tenants. The extent of penetration 
of tenancy cultivation in most of the raiyatvvari areas would 
be perhaps equally serious. Some of the estimates put down 
that as much as 75 per cent of the lands of the permanently 
and temporarily settled zamindaris and the raiyatwari regions 
taken together are cultivated by tenants. Cultivation by 
tenants in any shape is bound to be inefficient. The cultiva¬ 
tor is not sure about the period for which he will be allowed to 
till the lands and hence his reluctance to effect land improve¬ 
ments. The other tea;on for the unwillingness of the tenant 
to produce more and produce better arises from the fact 
that the landlord would share in the higher yields without 
having contributed in any way towards cai ning them. Efforts 
have been made in the zamindari as well as raiyatwari regions 
to limit the demands on tenants and to make undesirable 
exactions illegal and also to ensure reasonable fixity of tenure 
of lands, but they have not improved the conditions of the 
cultivator materially. 

The progressive increase in the numbers depen¬ 
dent on agriculture for livelihood from decade to decade and 
the insistence of all the heirs of a farmer aided by the Hindu 
and Mohammedan laws of inheritance to share equally each 
and every field of the ancestor gave rise to one more grave 
land problem of sub-division and fragmentation of agricul¬ 
tural holdings. The average agricultural holding in India 
comes to 4 to 5 acres composed of 7 to 8 fragments on an ave¬ 
rage scattered all over the village and sometimes beyond it. 
Considerable inconvenience is caused to the farmer and a 
good deal of his time, money and energy are wasted in culti¬ 
vating such a small and fragmented holding. 

From the above discussion the nature of the essential 
land reforms to make a proper start on the road to rural 
reconstruction would be clear. In respect of the permanent 
and temporary zamindaris the evils have taken such deep 
roots that measures to improve the conditions of the peasantry 
under them short of their abolition and establishment of a 
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direct link between the Government mid the cultivators will 
be mere patch works. The large compensations that will 
have to be paid to the landlords would admittedly strain the 
provincial finances. This will require a great degree of tact 
on the part of those who handle provincial budgets to pilot 
the reform through without giving undue shock to the finances 
of the governments. The difficulty of obtaining money for 
the purpose appears to be somewhat exaggerated. It was 
revealed by the Floud Land Revenue Commission, Bengal, 
that the Bengal Government can liquidate the landlord estates 
by an expenditure of Rs. 78 to Rs. LIT crorcs spre.nl over a 
period of 30 years which would amount to 2 to 3 per cent of 
the value of annual agricultural produce on the basis of puces 
in 1938-39, while the landlords usurp to themselves as much 
as 2G per cent of the annual agricultutal produce through 
rents and other exactions. In such feudal parts of the country 
as Sind the average legal share of the landlord is seldom 
below 50 per cent of the produce of the land and the net 
income after paying all charges and expenses such as land 
revenue assessment is a quarter of the total agricultural income. 
Thus the compensation that will have to be paid to the land¬ 
lords will only be a small proportion of what they collect 
now and still an insignificant fraction of the total annual 
agncuUural produce. The process of cancelling the bonds 
that will be issued to the landlords can be hastened and the 

nCe l re u ieVed rapidly f, ' 0m tllC buidci ' 1>r 

'‘e n ' TlT h,C c ' thcse boi,ds wUl calT >' if instead of 
Z 'the ,, . bencb f s r of th * reform immediately available 

in the beeinninvn H h Passively for some years 

to the r® i nd durm S tl,at period the surplus accruing 
’ ‘ he P™ v,nc,a ‘ governments utilized in paving ofT the 
bonds and meetmg the inte.est charges on them. 
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in these areas a S I '] CC!ua y S reat - The tenant cultivators 
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pursue alternative occupations which are the main sources 
of their income. Income from land in the shape of rent is 
only of minor consideration to them. In addition to these, 
there are the big agriculturist landholders who own lands 
in excess of their requirements and who hire out the 
additional acreage to petty cultivators. As they will be 
deprived of the ownership rights in lands which they do not 
want for cultivation personally, they also will not be economi¬ 
cally adversely affected. The method to be adopted for com¬ 
pensating the landowners here will be the same as the one 
employed in respect of the zamindari areas. 


Even after the intermediate inteiests in lands are elim¬ 
inated and a direct link established between the farmers and 
the Government, a few important land pioblems will remain 
untackled and would offer themselves for solution. Reference 
has been made to the scattered nature of the fragments of 
land that constitute the cultivator’s holding and the waste of 
time, money and energy of the farmers and the inconvenience 
caused to him in tilling them. To the extent there are varie¬ 
ties in soils, crops and agricultural practices holdings will have 
to be constituted of different blocks. But even within these 
limits considerable scope for consolidation exists, particularly 
in regard to dry crop lands which compose about 75 per cent, 
of the area of British India. Consolidation has been attempt¬ 
ed through permissive legislation and voluntary co-operation 
mainly in the Punjab, the C. P., the U. P., the North-West 
Frontier and Baroda, but not much headway could be made 
with the work. Most of the post-war plans envisage consoli¬ 
dation of agricultin ists’ holdings, but point out that efforts 
in that connection should proceed along lines hitherto 
followed. The small results achieved through these methods 
indicate that unless a certain degree of compulsion is exercised 
the rcfoim cannot be pushed ahead quickly. Side by side, 
the Hindu and Mohammedan laws of irhcritance will have 
to be thoroughly overhauled so as to prevent further partition¬ 
ing of the consolidated holdings and the evil raising its ugly 
head again. 



LAND REFORMS 


11 3 


1 * »/ 

We have referred to the average size of holding command- 
ed by the Indian farmer. We also saw that over about 75 
per cent of agricultural lands in British India essentially dry 
crops are raised, while on the remaining 25 per cent, of the 
area garden cultivation is important. About 20 to 25 acres 
of dry crop lands or about 3 to 4 acres of garden lands are 
the minimum necessary for a farmer to enable him to earn 
enough from his pursuit for the maintenance of himself and 
h.s family in reasonable comfort. Looked at from this stand* 
point it may be roughly said that over 90 per cent of the 
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recalcitrant minority. A comparatively low level of land 
tax and other benefits like facilities for better marketing 
and improved seeds and agricultural implements and more 
manures at nominal cost to the consolidated holdings and co¬ 
operative faims would set in motion the necessary current. 


In the light of the land reforms outlined above to set Indian 
agriculture to its feet, let us examine the recent land legisla¬ 
tion and see how far it progresses towards the attainment ol 
the ultimate objectives that have been set forth. The Govern¬ 
ments of Bengal, Bihar and the United Provinces have accept¬ 
ed on principle that the zamindari system should be abolished 
and the legislature? will proceed shortly to enact necessary laws. 
The Government of Madras as well contemplate its abolition. 
The United Provinces Government have also fixed the com¬ 
pensation to be paid to the zamindars at six times the estimated 
annual income of the property. Elsewhere this limit has 


not yet been decided upon. Obviously enough, opposition 
to the measure has been from the vested interests. In the 
United Provinces, however, it has also come from the Muslim 
League at a time when the ministry of the same paity in Bengal 
have put the abolition of zamindari as the first item of its 
programme. The argument set forth was that as a result o 
the measure an important source of income of the Muslim 
Wakfs will be dried up with the cessation of contributions 
to them from the Muslim zamindars. It is surprising that a 
reform of prime economic importance like this should be 
viewed from such a nariow angle. Madras, Bombay, the 
C. P., Sind and the Punjab arc the important regions of t ic 
temporarily settled zamindari* which present essentially t ic 
same problems as the permanent settlement. The provin¬ 
cial governments concerned do not seem to be contemplating 
their abol.tion. Only the C. P. Govc.nmcnt haver deetded1 o 
abolish the Malgm.au tenure. In respect of he/rto. tenu 
in Bombay it is likely that a continued dereliction of duties 
on the part of the Khots may bring about their extinct'on 
in the long run as a result of the recent amendment I 9* 
the Khoti Settlement Act, 1880 which lays down that thc /^ 
villages will lapse to the Government in the event of the 
sharers concerned failing to nominate a managing 
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two successive years. In regard to the raiyatwari areas also 
abolition of tenancy cultivation on the lines envisaged above 
is nowhere contemplated. I n spite of the seriousness of tenancy 
problem the Government of the Punjab think even a compre¬ 
hensive tenancy law unnecessary. Elsewhere the piovincial 
governments concerned arc content with enactments to pro¬ 
tect the tenants against wrongful evictions and unauthorized 
exactions. The Bombay Tenancy Act, 19:59, as amended 
in 194G, in the light of the experience of working in a few 
selected areas may be mentioned as an example of a piece 
of legislation which goes all out to protect the tenant farmer. 
The Government of Madras have also appointed a special 
officer to investigate the land tenure system in the raiyatwari 
areas in the province with special reference to conditions 
of tenancy like security of tenure, duration of tenancy and 
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V. V. Sayanna 
Introduction 

Large areas of cultivable wasteland exist in India. Accord¬ 
ing to the Agricultural Statistics of India , in the year 1938-39 
out of the aggregate area of the country of about 512,664,000 
acres (which excludes the total area of the Indian States) 
the total cultivated area is about 257,702,000 acres or 50- 2% 
(of which about 209,400,000 acres or 81-2% is the net area 
sown and about 94,180,000 acres or 18*8% current fallows), 
while the total areas of uncultivated and “not available for 
cultivation” constitute about 91,811,000 acres or 18%, and 
the cultivable but uncultivated area about 104,047,000 
acres or 20*3% of the total land space. This classification 
of areas is quite arbitrary. Until a thorough and scientific 
land survey is made as in the U.S.A. or in the U.S.S.R., 
it is evident that these statistics fail to give a precise estimate 
of the areas which arc really fit for cultivation, although 
an approximate idea may be had from the figures about the 
state of things in general. Further, in the Agency tracts, 
considerable areas of fertile land lie in the districts like Goda¬ 
vari, Vizagapatam and Malabar in the Madras Province 
which have not been reclaimed so far because of the malarial 
mosquito. All possibilities have to be explored and every 
means to be devised therefore for economic utilisation of such 
resources. 


Objectives of Colonization 

There have been different motives at different times 
for the establishment of land settlements in different countries. 
Sometimes they constituted more or less a part of relief 
measures. In certain cases they were influenced by political 
considerations. Of late, in connection with discussions on 
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economic planning, the importance of full development and 
exploitation of the available land resources has assumed the 
significance of a big agricultural question. After the World 
War I and during the period of the great depression in coun¬ 
tries like England, Germany and Italy where colonization 
schemes were undertaken, the prominent motives of the 
respective Governments were the settlement and rehabilita¬ 
tion of special classes ol people like ex-servicemen and the 
industrial unemployed. The enlargement of the size of 
holdings to the family-size farms suitable for agricultural 
and horticultural production, increasing or at least retaining 
the rural population and checking the exodus from the coun¬ 
try side to the urban areas were also some of the things aimed 
at by colonization schemes. In the U.S.S.R., the Baltic 
States and some ol the countries of Central Europe where 
Government agrarian programmes were largely influenced 

Ae'obiert' p r rmc ' p . lcs addi,io » to political considerations, 
the object o, meeting the land hunger, distribution of land 

among farm workers and the agrarian proletariat, etc were 

unequivocally declared to be the aims. Colonization schemes 

ments T r™ , " ,ti . a,cd by thc various Provincial Govern- 
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Principles of Colonization 

In order to attain the goals set up, the following princi¬ 
ples may be laid down for land colonisation schemes. 

,a ) Ownership of land and system of land tenure : It is an 
incontrovertible lact that colonies organised on co-operative 
principles per se have many advantages over land settlements 
of small individual holdings. In fact group or colony settle¬ 
ments is the only satisfactory form of developing land in an 
effective way. Moreover, a colony settlement financially 
works out at a proportionately less cost than the aggregate 
cost of settling the same number of small holders individually 
scattered over a large area. A few illustrations are given 
below : 


The Kvutza 1 colonization movement in Palestine is 
governed by two cardinal principles. Firstly, that the 
land acquired by the Jewish organisation has to remain 
for ever national property and never to become the private 
property of individuals ; and secondly, no hired labour 
shall be employed in farming the land. Individuals settling 
on land received onlv lease holds. Those who held it or 
tilled it could not sell it, bequeath it, nor make a gift of it.. 
Land was made not only national property, but anyone 
acquiring it had to serve higher purposes than that of personal 
interest. The acreage allotted to each settler was limited 
to the area which he and his family could till without outside 
help. 2 


The Madras Government’s plan for the resettlement 
of demobilised soldiers envisaged land colonization on co¬ 
operative lines. The land, made cultivable at the Govern¬ 
ment expense, will be handed over by the Government to 
the legal ownership of aco-operativc society for which thcland- 
Icss ex-servicemen alone are eligible for membership. On 


1 “Kvutza” is a the Hebrew word meaning group. That is. everything 
is to belong to the group ; that is to every one and nothing exclusively to 


any individual. 

2 See Co-opernlirt Liring in Palestine 
Ch. I, p. 12. 


by H. P. Infield. London. I94t>- 
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duly becoming a member of the society, each colonist shall 
have the legal status of a permanent occupancy ryot, in so 
far as he is free to cultivate whatever he Jikes and reap the 
benefit of all the profits accruing from his holding. Hut 
a colonist will have no right to sublet, mortgage or" other¬ 
wise encumber his holding, which will be also impartible 
and will, on his death, pass undivided to his nominee or senior 
male heir. 3 The chief aim of these stipulations is obviously 
to prevent evils of alienation and fragmentation of holdings. 


Thus unless the elimination of exclusive rights of private 
property in land and provision against impartibility, inalien¬ 
ability and subletting are secured, the colonization scheme 
will only add to the complications of the already existing 
evils of small individual holdings. When a colonist is found 
unable through old age or other handicaps to work his hold¬ 
ing, he may be permitted to apply to the colonization authori¬ 
ties concerned to assign his right of enjoyment of the holding 
to any member of his family or to any person, in the absence 
of nearer heirs to succeed him in case of intestacy. In the 
event of his quitting the colony itself, his respective rights 

3^77 b - aC (V 0 the wholc S rou P or the co-operative 
society and suitable rates of compensation may be paid on 

such permanent improyemcns made out of funds other than 
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the size of a family-holding. It must be adequate to absorb 
the whole time of the holder and his family and capable of 
yielding, on effective operation, an income not less than the 
standard wages of a farm-worker for the number of days 
worked by the farmer and the members of his family, together 
with a reasonable return to provide for the services of capital 
and other heavy investments made in farming of land after 
meeting all other expenses of cultivation. It may be noted 
that in the final analysis the size of the holding assumes signi¬ 
ficance in relation to the types of farming adopted. 


(c) Types of Fanning .—It is necessary at this stage to 
have an idea of the types of cultivation 1 and the degree 
of co-operative action to be practised in the colony in the 
chief operations of the settlers. There are many possible 
alternatives, 2 although their application is again condi¬ 
tioned by the nature of land, temperament and education 
of colonists and other factors. In the first place, allowing 
the colonists to work on their individual units freely, carry¬ 
ing on operations on the fields according to their own lights, 
resources and abilities without proper co-ordination or control 
is a priori ruled out. The second alternative is to allow the 
colonists to carry on individual farming on their units under 
a sort of general control in the matter of crops raised and the 
maintenance of land in good condition, so that the interests 
of the whole settlement may not be hampered, practising co¬ 
operative action only in matters of credit, marketing ol pro¬ 
duce and purchase of requirements for the farm and family. 
But the desired aim must be to introduce gradually the system 
of comprehensive co-operation in farmingjmarketing^onsump- 
tion and even in the mode of living of the colonists, so that in 
course of time these settlements may develop into veritable 
co-operative villages. There is some truth in the saying 
that a visual demonstration, particularly in matters of this 
kind, is far better than hours of lecturing. In so far as the 
actual process of farming is concerned, it is desirable that the 


1 See I’ara 4 of G. O. No. 5024 dated 21st Dec. 1045, Govt, of Madras, 

Development Dept, regarding Wynaad colonization Scheme (approved). 

2 Report of th' Co-operative Planning Committee , Bombay, 1 J4(», Ch. II > PP 
211-3:7 for a detailed discussion of the various types of farming. 
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principle of ‘'voluntary action” as decided by the colonists 
themselves had to be maintained to a great extent. It is 
claimed that the success and vitality of the collectivisation 
movement in the Soviet Union has been largely due to this 
purely voluntary basis. 1 


(d) Selection of Holders .—The foremost consideration 
in the selection of colonists should be, above all things, the 
ability and resourcefulness of a person to be a good farmer. 
Persons who have a farm upbringing or at least a country 
backgiound may make good farmers with the necessary 
training. Married persons may be preferred to the single 
man or woman, since the family of a farmer has a stabilising 
influence in farming as well as in colonization. Instead of 
selecting colonists exclusively from one section such as ex- 
servicemen, preference must be shown to the most suitable men 
in the national interest. The Committee on Scottish Land 
Settlement have rightly observed 2 that where an applicant is 
trained in agriculture and interested in land, there is every pros¬ 
pect of his success, but the wholesale placing of unqualified 
persons on land, simply because they belong to a particular 
community can only lead to frustration. Statistics show that 
failure among holders settled after World War I were noticed 
chiefly among ex-servicemen, because a good number of them 
were hurriedly trained in agricultuie with the result that they 
could not face the heavy fall in agricultural prices which fol¬ 
lowed, before they were properly established. 


(e) Exteit of Slate Aid and Control .—Land colonization 
must be the concern of the State, as it cannot be effectively 
undertahen by the efforts of private individuals with their 

wTv t HT rCeS ’ and S , tate a$sistance is “ceded ^ many 
in bcatitif fe of > T ° f 1 colonization - State help is needed 

f 1 / COl ° nieS ’ acc * uisition > ‘France 

of land, provision of credit facilities 
facilities 11 f yglcne of Zionists, services of expert personnel* 

education and generally for ^he rapid 

2 Retx/rt on I-an^StUlmM^^otlmd Yi A ' Kaprinski ' London, 1944. 
Scotland, Edinburgh, 1944 , Section I p Llepartment of Agriculture fop 
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growth and welfare of the colony. In view of the special 
importance of the question, the Provincial Governments 
in alliance with the Central Government may make the fol¬ 
lowing concessions :— 

(i) Government may assign the whole land free to the 
colony, or alternatively, recover from the colony only the 
sums payable to acquire the properties of private individuals 
for formation of the colony bearing on its own part a portion 
of such amounts of compensation. 

(ii) Government may incur at least half the cost of 
reclamation and the entire cost of land clearance, etc. in the 
first stage of operations. 

(iii) Government may give grants and provide funds 
through co-operative societies and may bear the interest 
charges fully or partly on loans advanced by the co-operative 
societies for the first five years. 

(iv) Government may not collect any land revenue 
for the first three years and do so at concessional rates during 
the next two years of the working of the colony. 

Logically the State has also the responsibility of making 
provision for free auditing, technical advice while entrust¬ 
ing the work of management of internal affairs to the colonists 
themselves and giving them guidance and encouragement 
from outside. 


Some Practical Considerations 

In the first place there are some obstacles to be over¬ 
come which stand in the way of colonization. They arc, in 
the main, the nature of soil and climate, existence of malaria 
and allied diseases, and lack or excess of water. Where there 
is excess of water, the areas will have to be drained. 1 On the 
other hand, where there is lack of water, irrigational faci 1 - 
ties will have to be provided to turn deserts into cultivate 


1 cf. Land Reclamation in Italy by Langobardi, London, 1936, Ch. \ -V 11 
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fields. However, we restrict our attention chiefly in examin¬ 
ing problems connected with the first set of areas. Jn the 
matter of both reclamation and clearance work, it is essential 
that the first set of operations should be carried out by the 
Government till the land is made fit for detailed clearing, 
levelling, bunding, etc. to be carried on by the colonists them¬ 
selves to effect agricultural operations. In the initial work 
of preparing the land, up-to-clatc mechanical appliances 
including tractors and bulldozers should be freely used. 

Secondly, there arc many questions relating to health 
and sanitation of the colony. It is said that there arc few 
regions which are free from diseases like malaria. 1 and black- 
water fever which are a formidable foe to the development 
and settlement of large areas of fertile lands in the hilly tracts. 
As a matter of fact, many settlers, decimated by these malig¬ 
nant ailments, abandoned their holdings in the past. Of 
equal importance is the timely and adequate provision of 
proper conditions of housing, sanitation and medical help for 
the settlers and the livestock. 


To meet these requirements the cost of settlement must 
be necessarily huge. It has to be made clear at this stage 
that wholesale and indiscriminate land clearance or reclama¬ 
tion without due consideration of costs is not advocated. 
As an economic proposition, lands newly brought under 
colonization must have to provide in the long run a reasonable 
revenue for the expenses and capital outlay involved in the 
schemes to the Government. It may be pointed out, how¬ 
ever. that such huge operations were carried out by Govern¬ 
ments of some countries often at a financial loss' from the 
social point of view. 


Land colonisation schemes may be financed in various 
ways. Financial requirements to carry out the chief opera¬ 
tions may be found in either or both of the following ways 
viz, through special funds or free grants given to the coloniza- 


Development Department. 8 ’ P> 3 ’ Para 111 of the Government of Madras, 
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lion authority by Government and local bodies like the Dis¬ 
trict Boards ; and secondly, through loans contracted from 
co-operative societies and from private agencies to be re¬ 
covered from the colonists (i.e. the co-operative society of the 
settlers) in annual instalments spread over a long period 
of years. Some money can be realized in the process 
of colonisation itself by sale of surplus wood, bamboos, 
manufacture of charcoal, etc. 

The above operations may be carried out to start with 
on an experimental nucleus colony, which in course of time 
may expand and fit into the larger scheme. The practical 
implications of acquisition of land, preparing land and initia¬ 
tion of the colonists have some interesting features. The 
area covered by the Scheme may be divided into convenient 
blocks. There may be some persons whose lands have to 
be acquired by the State in forming the colony. Expro¬ 
priation with or without compensation of such persons who 
have already gone and settled on the area does not appear 
fair. In order to avoid the difficulties of shifting them from 
places where they have settled to new positions, it is desirable 
if they arc allowed to remain as far as practicable within the 
same blocks in which they were originally situated, provid¬ 
ed that they are prepared to throw their lot with the colonists 
and that their continued existence docs not hamper the smooth 
running of the colony. The available cooly work at various 
stages of colonization may be preferably given to the families 
of the colonists and to the native labour of the neighbouring 
villages, if they arc willing to accept it. Every necessary 
step should be taken to make the colony attractive and worth 
living, since if one such colony is formed and functions well, 
it will surely render the task of establishing other colonics 
easy. 


Loans of considerable amounts in the initial stage as well 
as advances to carry on agricultural operations including 
amounts required for domestic expenditure till a return is 
obtained from farming are essential, and they may be made 
available to the colonists through the co-operative agency. 
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If the Government undertakes construction of houses 
also for the colonists which appears desirable, it is certain 
that the task of the Government will be rendered more diffi- 
cuit. Therefore the matter of construction of private buildings 
may be left to the colonists themselves. At the same time the 
Government may render all possible help in other ways as 
for example, by advancing loans through the Co-operative 
Agencies, preferably in the shape of building materials 
supplied at concessional rates, facilities of transport, supply 
of skilled labour, etc. 

To maintain administrative efficiency, all the chief 
activities, technical, financial and administrative, should 
be co-ordinated in one supreme body. In the earlier years, 
a relatively low standard of living is unavoidable, but when 
once a new spirit, a belief in the success of the colony, is creat¬ 
ed, even the difficulties consequent on a low standard of living 
will be overcome and a higher standard serve as a spur to 
more fruitful action. The role of the “human clement” 

• a 

is very important to make the venture a success. Mutual 
help encourages mutual confidence and at any rate a sense 
of association must take the place of the former sense of isola¬ 
tion as soon as a person becomes a member of the colony. 
Since a colony is also a social structure based on a definitely 
ordered pattern of human relationships, there must be the 
sustaining forces inherent among the colonists to avoid fric¬ 
tions, of which “self discipline” and “devotion to work” 
would rather head the list. 


Colonization Schemes in the Madras Province 

J he ^ a d ras Government is one of the pioneer provinces 
in the matter of land colonization. The schemes of land 

1 qlTr Z p tl ^ N° T r Iandless P° or were mooted in the yeai 
mi (G. O. No. 681 Revenue dated 20-3-41) and by the end 

colonVT 1 1!MG a . bout , 23 sch ™es were functioning. These 
D ™“ " soc,eties > ^ they were started by the Revenue 

con ro nAV ' V r- C transferred to the administrative 

control of the Co-operative Department in July 1945. Out 
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of these Schemes, the Wyanaad colonization (Malabar) and 
the Araku Valley Scheme (Vizagapatam) in the Agency 
Tracts arc big schemes meant to benefit partly ex-servicemen 
and partly civilians. 


The statement 1 below shows the names of the schemes, 
their location and the extent involved, of the colonization 
schemes approved by the Madras Government exclusively 
for the resettlement of landless demobilised soldiers having 
a good record in war sendee. 


A detailed examination of the financial implications, the 
progress of work and the results achieved by these schemes 
is not possible here. Moreover, as no considerable progress 
has been made with these schemes, it would be rather too 
early and premature to appraise the results and principal 
effects of the experiments and to pass a verdict on their success 
or otherwise. 


Conclusion 


Although broadly speaking many of the problems per¬ 
taining to land colonization are more or less common to the 
whole country, there may be a few others which arise from 
natural causes suchas geographical position, soil characteristics, 
climatic influences and local conditions in the various regions 
which must be fully taken into account in enunciating coloniza¬ 
tion policies and their execution. As long as agriculture re¬ 
mains the basis or the essential part of our economy, the 
fullest use should be made of the land, and no system should 
be favoured or tolerated which leads to wastage or uneconomic 
use of the land resources of the country. Our study of land 
colonization, considered from this viewpoint, is hoped to be 
useful, since it points to the direction in which a new society 

or a new civilisation is built up. 

7Xou : —Out of 41 sites originally selected. 23 schemes arc approved out 
of which 12 were functioning by the end of the year 194t>. 
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LIST OF APPROVED SCHEMES 



District 

Village 

Extent 

I. 

West Godavari 

Kalavapudi 

2000 00 

2. 

East ,, 

Kandikuppa 

421 8.7 

3. 

>» > > 

Kemaragiripatnam 

0.77 • 7 5 

4. 

Kistna 

Bhavadeverapalli 

1100-00 

5. 

S > 

Kalidindi 

1704-88 

0 . 

Chingleput 

Mcyyur-Gudcpakkam 

830-00 

7. 

Tanjorc 

Tirumangalakotai 

1.700-00 

8 . 

Trichinopoly 

Naidalur 

300-00 

!). 

Anantapur 

Sid d a ram apu ra in 

1030-00 

10. 

North Arcot 

Enadavadi and Sen- 
naleri 

3200-00 

11 . 

Coimbatore 

Sinnakkalpalayam 

200-00 

12. 

Kurnool 

Rudravaram 

473-38 

13. 

Cuddapah 

Pullampet 

410-94 

14. 

Salem 

Manivilandan 

2800-00 

Iff. 

Malabar 

Pariyaram 

1073-09 

1 «. 

Anantapur 

Bukkarayasaniudram 

1430•00 

17. 

Tinncvclly 

• 

Gangaikondan 

700-00 

18. 

Kurnool 

Racherla and Thim- 
mapuram 

330•00 

19. 

Coimbatore 

D. M. Samudram 

800-00 

20. 

>» 

Ganapathy 

280*00 

21. 

Kistna 

Etimoga 

784*28 

22. 

E. Godavari 

Antervedi 

1243*30 

23. 

Chingleput 

Nandambakkam 

75-43 
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INDUSTRIAL MANAGEMENT 

Bv 

G. L. Mehta 


‘The .radii.on and ihc climate of ihe skill of management, 
however, are remote from all negation. Manaunnom is 
alliimauvc ami initiatory: ‘ I liis is to be done.’ It is in 
ihe process of darning with skill and sense, what is to In- 
done, and with it the fivinjf of tesponMUUy for results, will, 
uicle Ireedom for judgment in the managers as t > how it may 
>esi be dine,.that you have the essence of the best modern 
management. -Daw., E. E.u, ntma. ( T.r.l ,uraev 

on tne March). 

.... ® en ' a ' d Shaw has remarked that we seem to know the 
XV/ of everything but the ‘ABC” of nothing. This is 
too true m our country also. We arc quite modern and up- 
to-date in our doctrines and dogmas and theories, but we 
Bounder when it comes to practice. The borderline between 

0r < ?‘ sci P linc a " d docility still seems 
and are far fr C ack , thc 1 ud, ments of organizational capacity 

up and mono ^ maS,Crcd ' l,C tccll " i( l u <-' ^ building 

for examnie is g -r t,tU “ 0m ' ° Ur industlial organization, 

™ iSS^^h WC H ,d0P, , and f ° UOW -"'-d 5 wK 

cases ourinTu^ria. enterp a rte a ho rd h “ * *"*,• that in "«•>"* 
of making money and sever^ a ^ S , ucccssful ‘he sense 
despite serious handicaps interned'"'ll d °'’ e P ioneerin S 

organization in this count’ry f,*wt h T", ' . Indu * triaI 
tial stages without eover™. .1 be bu,It U P m ‘he ini- 
the absence of adequate carnal SUPP<m ° f s >' m P ath >' and hi 
- a literate labour populadon T? 01 """ 5 ’ 5 Cchnical skil1 and 

could and should be organized on a State '. hat . our industries 

basis is not to deny recoimiti "!° re sc,e ntific and modern 
achievements of Indian^ustry " undoubted efforts and 

Wems of ‘ndusrta dove^pni:.^ lhe S tnlrai P‘o- 

° r . SS.TK.1 


132 


PAPERS IN ECONOMICS 


deserves in our country. While those connected with indus¬ 
try almost invariably demand “protection” whenever the 
industiy is in difficulties, the sovereign cure offered by those 
who modestly consider themselves to be “progressives” is 
simply “nationalization.” No doubt, both these methods 
might be desirable and, indeed, essential under a certain set 
of circumstances. That is mainly a question to be determined 
after careful examination and scrutiny into the conditions 
of the industry and the lines of its development. Neither 
“blanket" protection nor mere nationalization can, however, 
ensure efficient and economic working of an industry. The 
customer and the consumer are concerned with obtaining 
products of good quality at reasonable prices ; they may 
be prepared for a short time to undergo sacrifices and bear 
burdens for ensuring the development of an industry within 
the country. But unless international factors come into 
operation, the public is entitled to sec that its sacrifices 
bear fiuit and that through business administration which 
keeps abreast of the times and avoids waste and leakage and 
husbands available resources, industry on its part fulfils 
its obligations to the consumer, the taxpayer and labour. 
Nationalization, after all, is also a means to an end and as 
the experience of Soviet Russia and recently of industries 
like coal-mining and transport and power in Britain shows, 
nationalized industries have to face equally acute problems 
of internal organization and management and of discovering 
and stimulating incentives to work and to progress. 

Industrial management is, indeed, both a science and an 
art. Undoubtedly, in the spheie of industrial organization 
and management, much can be learnt only from experience. 
You learn only by doing the task. As a vernacular saying 
has it, the best teacher of work is work itself. The problems 
that confront one in his day-to-day work are, when they arc 
important, novel and fresh : no two cases are exactly alike. 
Even what are matters of policy and what are details is a 
question which requires discretion and experience and can 
be determined on the basis of the conditions of the industry 
concerned. There is, therefore, no rule of the thumb that can 
be applied or a set of formulae which can avail. What is a 
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matter of routine is largely a matter of mechanization 
mechanization through machines or by hand. But thcie 
is a body of knowledge comprising broad principles of 
industrial organization and management which could be 
taught and learnt so as to facilitate the process of training. 
This body of knowledge should be made available not only 
in Colleges and Schools of Commerce but in all branches of 
higher technological education. During the last two or three 
decades, the organization of industry has grown in complexity 
and its ramifications have extended in several directions. 
This growth has naturally resulted in a divcisification of func¬ 
tions and has produced a demand for proficiency in many new 
fields. Even those who are largely concerned with technical 
questions have to familiarize themselves with several adminis¬ 
trative and organizational questions. That is why even in 
many high grade technical institutions like the Massachusetts 
Institute of Technology, for example, it has been considered 
necessary for engineering graduates to study several business 
subjects such as accounting, banking, finance, labour relations 
law, marketing, production and statistics. The principal aim 
of such courses in business and engineering administration 
is to bridge the gap between the executive and the technician 
between the administrative office and the laboratory The 
place of the technician and the managerial executive is, in 

Thl’ yet ,'° u bc rcc °g" lzcd in ‘he world of Indian industry. 

noted tha t 0 th aVC - StUdled K Indian indust,ial organization have 

run^s o h f ™ 15 agap . be,ween thc “topmen” and the lower 

rungs of management in many factories and plants In a 

aL S po]kies 0r anH' 1Zatl0ri a ri0t ?" ly PC ° ple Wantcd to formu - 
of oer°on who r ^ but als0 an intermediate category 
ot persons who would seek to translate such policies in terms 

of conc.ete measu.es and who would try and 'ce that tlioTe 

policies arc implemented in practice. For all these reasons 

»»-2ti5Sa£5 
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and social background. Such knowledge would enable them 
to be far better equipped for administrative work. 

Here, again, we reach the borderline between science 
and art. 1 he day-to-day operation of industry and business 
projects requires administrative talents of a high order. The 
executive or the technician must know how to woik with and 
thiough other people. He will have to plan and organise and 
execute ; and he will have to manage not only dead things 
like machines and raw materials but also very live persons 
in the form of other officers, clerical staff, labour, customers 
and officials of Government. It has been well said that the 
highci a man rises in any profession, the more he will have 
to deal with social rather than purely technical problems. 
Questions of labour relations, of business and finance, of com¬ 
petition and monopoly, of controls and government inter¬ 
vention and manv others will confront him. To deal with 
them, he must have not onlv sound technical and liberal 
education but also the quality of general adaptability. 
In answer to a survey, the engineering graduates of the 
M. I. T. emphasised the extreme variety of their work and 
stated that they found their activities less technical and routine 
than they had anticipated but more interesting, time-consuming 
and complex. They particularly stressed the value of their 
training in development of personal qualities and skill in 
human relations and dealing with problems of management 
and administration. 

Both the technical and commercial lines of development 
demand, therefore, the training of managerial ability. On 
the 011 c hand, problemsof industry and commerce arc becoming 
technical problems demanding specialization and with a mental 
discipline of their own. On the other hand, the social impli¬ 
cations of industry require men with a capacity to deal 
constructively and effectively with people in a spirit of co¬ 
operative endeavour. Engineering and practical science 
have come to the aid of business in designing of plant, in conti ol 
of production, in sales organization, in market research, 
finance, statistics and a host of other problems involved in 
ihe process of running a plant and marketing its product. 
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It is now common experience that at the head of such great 
concerns with world-wide ramifications as the du Font’s 
and Imperial Chemicals aie scientists and technicians—a 
pointer to the fact that finance will increasingly become the 
instrument of industrial development while rapid techno¬ 
logical changes and advance will determine the structure 
of industrial organization. We cannot have hereditary indus¬ 
trialists and entrepreneurs any more than we can have here¬ 
ditary poets or philosophers or even politicians. In a memor¬ 
able phrase coined many years ago,Mr.ManuSubcdar referred 
to the “third generation incompetency” of those who seek 
to build industries in our country as a kind of personal posses¬ 
sion and family ownership. If oui industrial organization, 
however, is to become more modern and scientific, it will have 
to become impersonal in its structure and outlook and while 
retaining initiative and enterprise, will have to become flex¬ 
ible in its operation and conscious of its social responsibilities. 


In all important industrial countries special attention is, 
therefore, paid to study and solve the problems of manage¬ 
ment. In Britain, a committee was appointed last year ta 
formulate proposals for establishing a central institute for all 
questions of management in industry and commerce and it 
suggested a frame-work of the structure of a British Institute 
of Management. Broadly speaking, such an Institute would 
aim at raising the standard of management in the country, 
training up a continuous supply of managers and stimulating- 
interest in effective management of industrial and commercial 
undertakings It would be a centre for research and study 
an a central bureau for dominating information relating 
o management. It would advise on training and educational 

efficient rna ° U * publlc ity campaign to emphasise 

mznlTeZ Tu C ? Gnt P !' aCtlCCS - lt would assist the existing 

affiHaffon T^° d i eS and CO -° rdinatc th cir activities through 
affiliation. The Institute will receive financial aid from the 

^ brsTsunoo r ri ng the T firSt years but thereafter it expects- 
of t l \ m ^ t bC added that in the Report 

by he Gomm ittee appointed 

Ship of Lord Perr^ , AuS* 1944 Under the Chairman- 

• hip Lord Percy, considerable stress was laid on the question 
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of training in Management Studies. The Committee recom¬ 
mended that all students of technology whether at the universi¬ 
ties or colleges of technology should be introduced to the subjects 
of business management during their under-graduate courses 
or in the final year. They also recommended that at least 
one institution should be selected as a centre for post-graduate 
study of industrial administration. Such subjects should, 
no doubt, be taught by those who have a thorough practical 
and theoretical grasp of it and for this purpose industry should 
be prepared to release its senior men to give advanced courses 
of lectures. Some technological subjects are best taught 
by practising specialists. It should be the function of such 
a centre to set standards in the teaching of the subjects, to sys¬ 
tematize it as a mental discipline, to conduct necessary research, 
to develop literature on the subject and to train teachers 
of it. Management Studies should, according to the 
Percy Committee, also form a part of all technical colleges 
teaching for national certificates and diplomas and should 
form the subject of short or refresher courses. It is essential 
that similar facilities for training managers and executives 
and for continuous study of management problems should 
be created in this country. Neither capital nor Govern¬ 
mental aid nor even Governmental ownership and control 
can, by themselves , lead to industrial progress unless we begin 
to pay adequate and constant attention to maintaining and 
improving the standards of business administration. 


Mr. G. L. Mehta , M.A ., is the Manager of the Calcutta Office of 
the Scindia Steam Navigation Company. He has represented India on 
several International Confeiences relating to business and industries. He 
was President of the Federation of Indian Chambers of Commerce and 
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INDUSTRIAL PROFITS: 
MEASUREMENT OF TRENDS 


By 

M. C. Munshi 


Profits Index : An Indicator of Business Activity 

(1) The importance of a reliable index of business profits 
as an indicator of business activity has long been recognized. 

_ (2) The leading countries of the world today publish 
their well-known profit indices at regular intervals. In our 
country, since 1936-37, the Economic Adviser’s Office have 
been publishing a profits index to which we shall make a more 
detailed refeicnce presently. It was expected that unofficial 
agencies more especially the financial journals would be able 
to fill these lacunae in the indicators of business activity in 
India. The Capital (Calcutta) since March 1938 began 
publishing its index of business activity comprising of 
(i) industrial production, (ii) mineral pioduction, (iii) index of 
internal trade, (iv) financial statistics, (v) indices of the value 

of >P° r * an( ? T P ° rtS and ( vi ) indiccs of shipping activities 
with 193o as the base. But for obvious reasons, these expecta- 

agend f S com P ilin S such ^diccs, remained 
unfulfilled though several detailed attempts have been made 

to study the trend of profits by an analysis of dividends declared 

y joint stock companies over a series of years, particularly 
since the out-break of the war.* 

m . T Morc failed and significant analyses than those 

dther a y '’“a " and in5urancc companies in respect of 

mndered ' IT “ a Wh ° le or of « industrial unit are 

the statfstieT 15 3 reSU l t 0f re « u,ar data published by 
the statistical organi zations of all advanced countries. 

of the Capital, of 1942 and Ut 44''and'arf dal sT P'-dnjn lhc annual number 
by Dr. M. H. Gopal and published in theM^^t ! n ? lustr V"' iscstud y conducted 
instances of such efforts. P thc M V*>re University Journal, 1943, are 
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Trends of Industrial Profits in India 


It is not necessary for our purpose to examine at length 
the results of these enquiries or even to dilate on the trends 
of these profits during the different periods as vve propose 
to confine ourselves very- largely to the methodological aspect 
of the problem here. In order, however, to be able to see 
the results of these efforts, we take an exceedingly interesting 
period—the war period—andsummarise the results in the form 
of the following two tables, so that the indices in the two 
can be conveniently compared. 


Jute Mill Industry 


Tea Industry 


Coal Industry 


Iron & Steel Industry 


Sugar Industry 


Paper Industry 


Cotton Mill Industry 


Year C 

No. o! 
ompanies 

Chain 

Profits Index Base 1 
(Rs. 000) 1928 = 100 

.. 1 938 

57 

2.48,53 

208 • 3 

I 939 

4>1 

1,98,84 

154 • 0 

I !»4«» 

<> 

2.80.95 

220-1 

1941 

tin 

(1.81,35 

489-1 

1942 

75 

11,09,78 

700-7 

.. 1938 

59 

84.14 

9-8 

1939 

<>o 

1.15,95 

13 0 

1940 

liO 

4.10.48 

48-8 

1941 

01 

.3,98,08 

10 • 8 

1942 

01 

4.22.84 

49 -2 

.. I938 

127 

78.79 

73-9 

1939 

127 

1.02.50 

90-2 

1940 

127 

1.00.80 

95-4 

1941 

127 

1.49.41 

141-3 

1942 

128 

2,33,00 

219-5 

.. 1938 

54 

1.22,77 

142-4 

1939 

55 

1.19,00 

139 ■ 1 

1940 

55 

1.19.93 

140-2 

1941 

55 

98,29 

114-9- 

1942 

53 

94,00 

110-3 

1938 

3 

4,07,03 

310-7 

1939 

4 

4.28.04 

289-3 

1940 

4 

4,44.90 

300-7 

1941 

4 

5,73,10 

387-3 

1942 

3 

5.91.08 

403-3 

.. 1938 

25 

70,70 

157 • 7 

1939 

20 

81.01 

1 79'4 

1940 

27 

84,37 

180-0 

1941 

28 

1.19,78 

247-3 

1942 

28 

1,00.40 

219-8 

.. 1938 

4 

34,45 

172 • I 

1 939 

4 

30,39 

151 -8 

1940 

8 

71,72 

358 • 7 

1941 

8 

80,41 

432-2 

1942 

8 

97,64 

488-4 

niblishrd in the Review of the Trade of India. 


1942-43. 




£2 « e — <n 

~ ~ ^ 

c; <r. cs c: 0 35 35 












w ■ 


co t— 7 ^ 

— — *M 7^ 


^ O C7 X 

co — 7^ O* 


t- C O co 
co O © ?-« *-« 

—' 7^ 


C ^ - 7i 
I— ^CX- 

co O CO —< — 


t- t- CO —* 
CO ^ CO OJ 


C ^ CO CO C 

c: ^ *h ^ n 
—< CO CO OJ r— 


c co i.o co x 

O l— C — -r 

— OJ CO © 


X- t- iO -* 

X o © c* 


C C t- O © 

C ^ — O O* 

r- ».0 X CO C5 


x co r. - 

r> ^ 

© -rr« Oi CO 


CO 


lO ^ X h O 

x c r. i- x 

#• A ^ 


X JO I- X Cl 

© -# © CO o 

^ A A A 

- x o ci o 


CO c — Cl CO 
co co cc d 


r. o r- ci co 
x ^ 
d co co co d 


-5C-CICO 
CO ^ ^ ^ 

d co d © co 


ir> 


JJ 


a 















or 













O C-T 


co 

TJ 

G 

3 

fa 


O 

* o 
2 £ 

C vu 


II 

m> 

o 


S *8 
*S N 

o jr; 

e +j 
c a 


co 

•a 

c 

«u 

XJ 


r 3:= 

ao 

s as 

a, 


> 

•5 

u 


t_ ♦-/ 

o o a> 

'S c $ o 

I &®2 

S CO H 
l-« <o ll 

o > *5 co 

T3 2 - • 

ct 5 e.^ 


<U 

c 


o 

i-,8 

Cu" 

&s£ 

r$ <X2 
O 
u 
fa 


o 

> 

< 


c 

u. 

o 

u 

c 

o 

;j 


—- ci co io i- 
ci r. — <r. oi 


^ cx x c 


« 


ct — 


— co 


i— 


cr. o »o co 

CO 04 r- 04 


04 CO CO 
T CO 


i— ^r 
04 04 


Q*3 ^T* 

^5 

« 

—. 



04 


l'- 

cc o 

04 

Cl 

w 

cr 

04 

oc 

iO 

04 

—• •—• 

CO 

CO 

Tj* 


r— 

04 

04 

c: 


'NOCJC- 
r- Ci ■** *£> d 

»• »» « a 

-t 4 ^ o oc oc 


04 <£ 04 04 O 
04 co cn c: oc 

^ ^ ^ r 

^ 4.0 — o CO 


cn c — 04 co 

co ^ Tf* 

o c: Ci O'. <r. 


£ C — 04 CO 
co^r-^^f^- 
Cl C. C. 5*. Ct 


2 

s: 

53 




-*• 

cr 

£ 


C G ~ 
*-r o 

o 

w 

'c t c' 

CO ^ 

o* —• r 

vh W 


_ tr. 

— ^ c 

r' * 

a w 

. — C ' 


I 

c 


[ io & 
o t 

-.c 

c' - 

04 


. T3 
04 C 
c 

“O - 

« V 


c 


cr. 

IPs, 

: [J6~ g 

£c " 

C ® • *v 

w 5 

*n o'' ' 5 

to« 
c • 




c 2 

2 *3 5 

C.EO^. 

^ i -<S 

3 C \° * 

•- c ' ' < 

_* bC'^ f3 ; 

O C X. cl- 

2 u3 w o 
c/3 ^ cC‘. 
- ° 8 • 
.Ss?EiI 

c o^- o. . 
•“i 0 u *5" 
O ™ | 

C3 o I 

^ C U co 

<— u 2 £• 

® c 

>x O c u 

r - 

S ° ** S: 

^ C * 

cx b £ 3 

E ? u|g 

br-c : 

d 3 

5/5 C /3 o — 

_ , w «-» j 

« o 3 C ; 

; 

0® n D C5 < 

is « £ .*; o 

«j -'h o.. 

co CZ rf ^ 

«,4< j 

« H „• u ‘ 

u_ c o. ‘ 

- c fc ?fc 

cn o « 

T-l U fa 
















M2 


PAPERS IN ECONOMICS 

Some Well-known Propits Indices 

Profits, however, are one of the hardest kinds of incomes 
to measure as they are the most variable and indeterminate 
of corporate incomes. Any business concern could easily 
state accurately the sums that it disburses during a year as 
wages, interest or rent, or even the amount of dividends that 
it distributes among its shareholders but the profits of the 
enterprise itself arc undefined sums arrived at from past trans¬ 
actions, and they involve appraisal of the net changes in the 
position and prospects of the business as a whole. By their 
very nature, therefore, profits are uncertain and irregular. 
But apart from this difficulty arising out of the theoretical 
analysis of profits, we also encounter other difficulties 
in respect of their measurement. It has, for instance, been 
found that thcic is no unanimity as regards the connotation 
and contents of profits. The typical difficulties encountered 
in the examination of the profits even of joint stock companies 
arc illustrated in the Economist's profit index which is 
computed from a sample which docs not remain uniform 
from year to year. In arriving at net profits we must also 
have a uniform measurement of the taxes paid by joint-stock 
companies ; but the method adopted by different companies 
for providing for taxes is also not uniform, some companies 
recording the full amount of the taxes while others show a 
sum too low to represent their assessment. In some cases, 
figures of profits disclosed to the shareholders are allocated 
from or to unspecified internal reserves ; while some com¬ 
panies pay tax-free dividends. Finally, it is well-known that 
directors may attempt to conceal trade secrets by keeping back 
profits in the form of secret reserves because many a business¬ 
man, for obvious reasons, would like to refrain from revealing 
all his profits. 

In spite of all these difficulties, however, wc have 
some very interesting compilations of industrial earnings 
both in the United Kingdom and in the United States of 
America. The Economist's profits index has been des¬ 
cribed as “a unique contribution to economic statistics though 
the material owing to lack of uniform accounting practic^ 


INDUSTRIAL PROFITS: MEASUREMENT OF TRENDS 


M3 


is rarely very simple to handle and sometimes positively in¬ 
tractable.” Even this profit index suffers from a number 
of limitations, such as lumping together of home and foreign 
concerns, deduction of debenture interest and the dispropor¬ 
tionate size of the miscellaneous group. For such reasons, 
an exact comparison between the industrial profits of one 
country with those of another is not possible, let alone the 
peculiarities of company accounts and the differences in coi- 
poration taxes and varying assessments from year to vear. 
In the U. S. A. on the other hand, we have a scries of well- 
known indices and regular sets of figures of profits arc pub¬ 
lished in a number of well-known journals like the Federal 
Reserve Bulletin, the Survey of Current Business, the Bul¬ 
letin of the National City Bank of New York and the Statistics 
of Income of the U. S. A. Treasury, to name only the leading 
few. The sample of the Federal Reserve Bulletin does not 
include (any representation of) small companies and hence 
it suffers from over-representation of the durable manufac¬ 
turing concerns. It studies industrial earnings and divi¬ 
dends of a large number of industrial corporations (G29) 
and provides detailed figures for the net piofits of 152 concerns 
The National City Bank of New York Bulletin provides data 
of industrial earnings before and after the taxes in the compo¬ 
site balance sheets of 110 manufacturing concerns. 


Review of the Trade of India Profits Index 

In India as we have seen, the only authoritative pro¬ 
fits index worked out so far has been the one prepired 
by the Economic Adviser’s Office. The profit indices arc 
available for 8 industries—( 1 ) cotton mills, (2) jute mills 
3 cement, (4) tea, (5) iron and steel, (G) suear 7 l C r ’ 

issr-ys - ■?" - r ” ■" : 

the ratio ofdhe aggregate profits declared by the toraoamr’s 

Siiffi ed l ,0 agS f gate Profits of the same companies ini 928 
Simdarly, the tndex for 1930 relative to 1929 J 

out first and the product of this and the index for Zn 
yea, d,tided b, f.o Me, 
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By multiplying this index, by the ratio which the aggregate 
profits declared by companies in 1931 bore to the profits 
declared by the same companies in the previous year, and 
by dividing it by 100 the index for 1931 was obtained and soon. 
As a chain index it possesses the advantage of the inclusion 
of new concerns and the exclusion of defunct ones with vary¬ 
ing numbers every year. But there are a number of limita¬ 
tions to the profits index because, in the first instance, the com¬ 
panies included here are those exclusively selected from the 
the Investor’s India Year Book of Messrs. Place Siddons & 
Gough. The total number of companies included for the 
construction of the index are 72 cotton mills, 58 jute mills, 
56 coal companies, 4 cement, companies, 4 iron and steel, 
concerns, 8 paper mills, 29 sugar mills, and 126 tea com¬ 
panies. An effort is made to cover more than 60 per cent of 
the units of the principal industries chosen by taking as many 
companies as would account for more than 60 per cent of 
the paid-up capital of these industries. But the main limita¬ 
tion is the definition of the net profits in respect of which 
the index number closely follows the figures given in the said 
Year Book where net profits are described as the profits of 
manufacturers less provision made for taxes, interest, com¬ 
mission and other miscellaneous items.* 1 his means that 
depreciation charges are included in the net profits. Again 
by selecting the joint stock companies the analyses of balance 
sheets of which aie given in one Year Book only, regional 
representation of industrial units is bound to suffer. 


The Balance Sheet Method 

In order to obviate these shortcomings and to have a 
clearer picture of the net earnings of industrial concerns in 
India, the only method with which we are left is the system¬ 
atic and close study of the balance sheets of the J om <- st ° c * 
companies. Even the income-tax returns or the published 


. We have not made any detailed reference to the other h e ^ 

from the various Investors Year Books. 
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statements of the enterprise cannot be regarded as more 
dependable or exhaustive than these balance sheets. Although 
it may be contended that balance sheets need not and fre¬ 
quently do not convey all the information required, they 
have to be regarded as the only authentic source for the 
compilation of profits figures ; for the balance sheets alone 
would give us the requisite material for computing the propor¬ 
tion of profits to the turnover of goods and capital employed. 
It is true that in our country one has also to face the practical 
difficulty of collecting the balance sheets of a number of con¬ 
cerns for a series of years but this obstacle need not detain 
us here. 


Net Profits Defined 

If, therefore, a fresh inquiry has to be planned the first 
requisite is the formation of a clear definition of net profits. 
There are a number of sets of figures which are given under 
the heading of net profits but the connotation of the terms 
is not the same in all cases. For instance, in the Economist’s 1 
index of profits, net profit is defined as the amount of earnings 
left after deducting taxes. The Federal Reserve Bulletin 2 
index of large-scale corporations computes net profits as 
balance left before dividends arc declared and after all charges 
me uding depreciation, interest, special reserves charged as 
expenses and all taxes have been allowed for.” This defini¬ 
tion is also largely followed in the Bulletin of the National 
City Bank of New York , 3 where net profit is shown as excluding 
epreciation, interest, taxes and other charges and reserves, 
but including dividends. 


„ thc Ec °notnic Adviser’s Office Profits Index, net 
profits are intended to mean profits of manufacture, less pro- 

T“ made 01 * a “ S ’ interest ’ “^mission and other mis- 

cia ffin d‘ temS - ThC C0Mribution made towards depre- 

rriTrr v deduc / ed from this amoum - but an 

allowance is made fo r thc transfer of money to profit account 

i The n F^ t, a i FC i> brUary 26 ’ 1944 = P- 290. 

X tk £ cd . eral R«e rve Bulletin, March 1942 n 214 
3 The National City Bank of New York 1944, p. 31. 
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from contingencies and capital or reserve funds, from the 
sale of Government loans or from charges foregone by manag¬ 
ing agents, directors, debenture holders, etc. The Econo¬ 
mist’s Profits Index series (old basis) excluded capital profits 
and transfers from the reserves and depreciation if that was 
separately disclosed. In this way, there is a certain want of 
uniformity as to the definition of net profits in these index 
series and as in the case of the Economic Adviser’s Index net 
profits are taken to include depreciation as well. It will, 
therefore, be easily seen that in order to obtain a correct 
picture of net earnings of companies, the depreciation charges 
must be excluded along with the amount paid by way of taxes. 
We must, therefore, redefine net profits as the amount arrived 
at after deducting depreciation and other charges including 
interest on debentures and taxes but excluding dividend 
payments, allocation to reserves, other savings and carry 
forward, managing agents’ commission and allowances, 
bonus to staff, and items of intangible nature which are written 
off. 


The Analysis 

Having formulated a working definition of net profits 
we must proceed to formulate an outline of the inquiries that 
we would like to conduct into the various balance sheets. 
This outline is intended to show what details we would like 
to discover from the balance sheets and then to determine 
by looking at the balance sheets themselves how far can these 
queries be satisfactorily answered from the balance sheets. 
If our demands are not satisfied, it will be necessary to formu¬ 
late our queries in such a manner that the balance s lects 
are made to serve our purpose. 

The study of net profits can be conducted for different 
industries separately through selected samples of companies 
representing as many areas or regions as required and we can 
decide upon the number of these samples on the basis of the 
paid-up capital of the concerns taken. The results of vc 
different units can then be totalled up and the net profi s 
manufacturing or mining industries can be compute as 
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whole. It may also be noted that the index number of gross 
profits as between different countries in a particular period 
can be usefully compared while the index number of net 
profits enables us to examine the earning capacity of different 
industries at home. Thus we may begin by taking the in¬ 
come account and finding out the income before taxes by 
deducting expenses from gross receipts and from this amount 
deducting the amounts for (1) taxes, and (2) depreciation 
and other expenses, thus getting the net return. This net 
return may be compared with the appropriations which a 
company may make in the form of dividends on ordinary 
and preference shares or general or specific, reserves or other 
savings and carry forward. 

A significant comparison can also be made about the 
percentage distribution of total earned profits of different 
industries among the important heads, viz. (1) dividends ; 
(2) taxation ; (3) reserves and (1) depreciation. A scries 
of these figures will indicate the proportion of earned profit 
(gross profit) distributed as between taxation, depreciation 
and distributed and retained profits. If we compare the 
amount of taxes paid with the gross profits we may obtain a 
rough indication as to the incidence of corporation taxes and 
Us floor and ceiling effects. But this comparison has to be 
followed up by the relationship between taxes and earnings 
available for distribution to investors. 


Net Profit and Turnover 

Another important criterion of measuring net profits is 
the turnover of the business, for the turnover of any business 
is the most important and determining factor as to whether 
or not it is a going concern. It will also be interesting to 
consider the effects of variations in the volume of turnover 
and net profits as some relationship can be established between 
the absolute amount of net profits to the turnover Thus a 
significant measure that can be made at fairly comparable 

“ ? S th ® ratI ° of net P r °fits to the volume of sal e P It is 
true that the rate of turn over to profit in any one industry 

not indicative of the relative profitability in olher Industrie 


ns 
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but it is jointly an indication of increase in efficiency in that 
industry. Net profits may also be conveniently related to 
the unit of sale or to the unit of the currency of the coun¬ 
try, such as net profit per rupee of sale. In this way net profits 
can be shown as percentage of sales. 


Net Profits and Capital 

It would, however, be more useful for net profits of 
business to be related to its capital than to its turnover for the 
comparison becomes somewhat definite that way. Capital 
as computed from balance sheets generally differs from one 
establishment to another and there are various methods of 
arriving at the return on capital. The easiest of them, of course, 
is the share capital and the net profit is computed as earned 
on the share capital. Frequently, however, other capital is 
also invested and utilized in the business either from the un¬ 
distributed profits in the forms of various kinds of reserves or 
the capital borrowed from banks and ether financial institu¬ 
tions. The National City Hank of New York has adopted the 
method of computing the “net worth” of a corporation which 
includes book value of the outstanding preference and ordinary 
shares and surplus account at the beginning ol each year. 
The rate of net profit earned on the capital invested shows 
whether the industry utilizes the entire capital invested with 
at least as much advantage as elsewhere, while the rate of return 
on “net worth” is indicative of relative efficiency and profit¬ 
ability. With the help of this index one can also judge the 
ability of the industry to raise Ircsh capital. 

The entrepreneur would also like to relate his net profit 
to the capital employed whereas to the ordinary investor the 
rate of dividend is of greater importance. It is extremely 
difficult to find out from the balance sheets what is the extent 
of capital employed in a concern and it also raises the problem 
of defining accurately the term capital employed . 1 The 


1 The capital employed means the cost of fixed amounts *“ 

business of electric supply fairly acquired and available for use plus the cost 
intangible assessments fairly arisen .n promotmg the bus.nes., of rlecmcjsupply 
plus the costs of works in progress, and stores, tools and instruments - ^ "J 
for the business of electric supply plus working capital including the amouiU ^ 
sundry debtors and payments in advance, investment fixed and P? 

bank balance sheets and cash on hand. (Recommended Principles in 
trol of Public Utility Electric Supply and Finance, 1944). 
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capital employed by an undertaking would relate to all the 
assets of the undertaking provided they arc properly employed 
in the business and not in some extraneous business. I aken 
in this way, a working definition of capital employed may 
be attempted as the figures arrived at by deducting from the 
total assets investments, cash and bank balances as given in 
the balance sheets. The investors may lay more emphasis 
on the power and capacity of the company to earn real profit 
than would the share-holders who arc generally interested in 
the rate of dividends. The tendency of future capital apprecia¬ 
tion and increased business activity by retaining and re¬ 
employing that part of profit can easily be compared by two 
sets of date : the return on capital (both total and invested) 
and the rate of payment in the long run. 

These broad headings may indicate the object with which 
we would analyse the balance sheets of joint stock companies. 
The first task wall be of making up a list of the joint stock 
companies in each industry or business. The most convenient 
way would be to classify them on the basis of their paid-up 
capital. For example, the cotton textile mills will be classi¬ 
fied into those with a paid up capital of' (a) above 25 lacs, 
(6) between 10 and 25 lacs, (c) between 7 and 10 lacs and 
(d) below 7 lacs. This list may be further re-grouped into 
4 divisions according as their accounting year ends in the 1st 
2nd, 3rd or 4th quarter. The choice of the period may 
sometimes present difficulties but if we take up a period like 
the war that has just ended, it would be necessary to take a 
series of years preceding the war, so that the profit trends in 
the abnormal peiiods may be studied in the background 
of comparatively more normal years. In the case of India, 
n may aho be noted, in passing, that after the amendment of 
the Indian Companies Act (1913) in 1936 great rigour has 
been enforced in the presentation of accounts of the joint 
stock companies. When, however, an analysis of the balance 
sheets is undertaken, it would be seen that the manner in 
which accounts are presented by different companies, even 
m the same industry, is not uniform. If, therefore, a uniform 
method of analysis is to be attempted, the skeleton of the 
analysis will have to be adjusted only by a process of trial and 
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error. Thus even bearing the objectives we have defined 
in the foregoing paragraphs in mind, we find that all these 
cannot be straight-forwardly achieved by an examination of 
the balance sheets with the result that for a uniform tabulation 
of the figures of various companies, the analysis may have 
to be conducted for each year somewhat on the following lines: 

(1) Gross Profits, (2) Depreciation, (3) Provision for 
Taxes, (4) Net Profits, i.e., [(1)—(2 -j- 3)], (5) Amount 
available for allocation, (6) Dividends, (7) Reserves and other 
amounts appropriated and unappropriated, (8) Carry 
Forward, (9) Sales, (10) Managing Agents’ Remuneration, 
(11) Total assets, (12) Investments, (13) Cash and Bank 
Balances, (14) Capital employed, i.e., [(H)—(12-f-13)]. 

Here “Gross Profits” will be arrived at after deducting 
all other expenses excluding depreciation and taxes from 
“Gross receipts.” Thus “Gross Profit” is net profit plus 
taxes plus depreciation. In the case of taxes, we have to 
rely mainly on the provision made for taxes and not on actual 
amounts paid because balance sheets do not always show 
these amounts in a uniform manner and frequently this 
account is carried forward to succeeding years. In the item 
“amount available for allocation,” we include the net profit 
of the concern plus the carry forward of the preceding year 
and any amounts transferred from the reserves or shareholders’ 
funds which have accumulated from the profits made in the 
past. This amount is distributed among the three items 
viz ., Dividends, Reserves and other amounts appropriated 
and unappropriated and Carry Forward. Similarly in t e 
reserves and other amounts appropriated and unappropriated, 
we include reserves and other amounts appropriated under 
separate heads as also such unappropriated amounts as con¬ 
tingencies, but this excludes reserves for taxation as these 
arc already included in a foregoing item. 

Such an analysis would yield totals in respect of each 
industry over a series of years from which we can easi y 
calculate a number of interesting ratios, such as, « net pronts 
as percentage of gross profits, (») provision for taxes 
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percentage of gross profits, (Hi) percentage of dividends to net 
profits, (iv) net profits as percentage of sales (v) managing 
agents’ remuneration as percentage of net profits and ( vi ) 
percentage rate of net piofits to capital employed. At the 
same time, a number of indices can be constructed with a 
selected year as the base year, such as those for net profits, 
for dividends paid, for sales and for capital employed. 1 


Conclusion 


The foregoing paragraphs have been intended as a 
plea for the revision of the industrial profits index on 
which we have so far relied in our country. Indeed, this 
profits index is frankly not a general profits index but is pri¬ 
marily an unweighted index on gross profits earned by some 
important companies in India. In fact, it is not even planned 
on such an elaborate basis as is the security index or the 
wholesale price index included in the Monthly Survey of 
Business Conditions in India. It has also been contended 
that the balance sheets of joint stock companies are very often 
a race between the auditors and accountants of the company 
and the provisions of the company law and that in many 
cases it is possible to get round the provisions of the latter in 
asmuch as many a balance sheet succeeds in concealing more 
from than conceding to—the law givci. But this is a con¬ 
tention which cannot have much relevance here because a 
fair approximation will certainly serve most practical needs 
and over a series of years the so-called inaccuracies are bound 
to be eliminated. Again, if a sufficiently large number of 
companies is chosen the practices of one are likely to be 
cancelled out by those of another. Indeed for practical pur¬ 
poses it is difficult to think of anything other than the balance 
sheets for the measurement of profits unless it be the books of 
the companies themselves. It is also true that very often 
there are violent fluctuations in the rate of profits of individual 
enterprise but these fluctuations too are bound to be 
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smoothened out over a series of years. Any one acquainted 
with the market conditions is aware that the profits declared 
by the business concerns influence the policies of other units 
in the same industry and in the enterprise as a whole and 
these cumulatively have a bearing on the fortunes of the 
financial structure of the company. At a time, therefore, 
when the Government think of collecting in a handy form 
all statistical data which could throw light on business con¬ 
ditions in the country, including the census of production, 
one is justified in hoping that along with these we may also 
get a reliable profits index at least of the larger industrial 
enterprises in India. 


Mr. M. C. Munshi, M.A., is the Officer-in-Charge , Research Depart¬ 
ment, Federation of Indian Chambers oj Commerce and Industry, Delhi. 
Prior to that he was Professor of Economics, the M. T. B. College, Surat r 
for a number of years. 


INVESTMENTS, PROFITS AND TAXES 


By 

D. R. Samant 

The economic welfare of the people is now universally- 
admitted to be one of the principal responsibilities of the 
government of every country. The proper discharge of this 
responsibility implies two things : expansion of production 
and its equitable distribution. In the case of production 
there are two agencies that can participate, cither exclusively 
or in co-operation, namely, the state and private enterprise. 


If private enterprise is to be relied upon for increasing 
production, it becomes incumbent on the part of the govern¬ 
ment to follow such a policy as would encourage private 
enterprise to expand its productive activity. In this case 
the welfare responsibility of the government would be restricted 
mainly to redistribution of the production. But this redis¬ 
tribution must be brought about in such manner as will not 
make the producers decrease their productive activity. 
Otherwise the redistributive measures will defeat their own 

end, namely, the promotion of the economic welfare of the 
people. 


The most important economic problem that faces us 
today is how to raise the standard of living of the poverty- 
stricken people of this country. Owing to extremely low 
production there is little scope for improving the standard of 
iving of the masses by merely redistributive measures. The 

hrinl °^ CCtlVC ° f ° Uf cconomic policy must, therefore, be to 
bring about rapid expansion of production. 

the Jxnam?n enti f • COndit ‘° n for expansion of production is 
where n”, lnvestm ent«. Under an economic system 

investment is not el ™inated the total sfze of 

investments is determined by the public and private invest¬ 
ment activities. Out of this total investment the State outlay 
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can obviously be regulated with relatively greater ease, grant¬ 
ing, of course, the requisite knowledge and foresight on the 
part of the State authorities. But the regulation of the 
private investments is not such an easy matter. Though 
government may be able to exercise a restrictive control over 
private enterprise, it cannot force private enterprise to expand 
its activities. The most that government can do here is to 
create such conditions where private enterprise might feel 
encouraged to increase production. 


It must thus be obvious that government cannot dictate 
expansion of production in the field left to private enterprise. 
What it can do here is, therefore, to follow such economic 
measures as would result, on the one hand, in encouraging 
private productive activity, and, on the other, in maintaining 
an equitable distribution of the outcome of that activity. 
Of the various measures followed by any government for 
maintaining equitable distribution of the national dividend 
the tax measures form an important part. Taxation policy, 
especially from welfare point of view, must therefore, be framed 
in a way that will not only redistribute the current production 
but would also encourage productive efforts such as invest¬ 
ments and efficiency. When any government accepts the 
responsibility of promoting the economic welfare of the people, 
the budget necessarily takes the form of an economic plan, 
and taxation policy naturally forms an important part of that 
plan. An unwise tax policy will affect welfare adversely, 
cither by encouraging inequality of income, or by discouraging 
efforts for income production. Though the effects of any 
tax policy on redistribution of income can be easily noticed, its 
effects on productive activity, which work indirectly, may 
remain unnoticed and continue to cause harm indefinite y. 
It is, therefore, proposed to examine in the following lines the 
possible effects of certain tax measures on private productive 


activity. 

The size of production in any community depends upon 
the size of the private and public investments taken together. 

' 1 “The budget nowadays is a conscious attempt to use the 

spending powers of the state with the object of influencing both t ^ 

of the Community's income and die distribution of its expenditure. The 


no mist, 20th Oct. 1945. 
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In so far as public investments arc concerned, their size is 
determined by the investment decisions taken by the public 
authorities, let us suppose, with reference to economic welfare. 
But in the case of private investments, where the motive force 
is profits, the size will depend upon the profit expectation as 
entertained by private enterprise. 


As savings can be held under normal conditions in liquid 
form without any loss of value, there would be no incentive 
to part with liquidity for investment purposes if there were no 
compensatory income. The rate of income desired from any 
investment proposal will depend upon the estimate of risks 
involved therein, on the one hand, and the rate of return 
available on “riskless” investments, such as Government 
securities, on the other. The relative difference between 
the rates of returns expected from the so-called “riskless” and 
“risky” investments cannot be the same for all countries, nor 
can it be the same for a given country at all times. The 
rate of returns desired by the investors depends upon the amount 
of risks attached, rightly or wrongly, to a given type of invest¬ 
ment. These risks may be differently estimated, by people 
in different countries, and even by the people in the same 
country, at different times. In such cases there is no sense in 
pointing out to the investing public in one country that their 
confreres elsewhere are satisfied with a lower rate on similar 
investments, or they themselves were satisfied with a lower 
rate at some earlier time. In the absence of anv objective 
measurements of risks, there is no answer to the possible 

L 1 ,1* a ■ ' ^ ^ a higher return 

because they believe the risks to be higher. 


So, g.ven a particular risk-bearing attitude of any com¬ 
munity at a particular time, investments will take place only 

considered S r°t/ et a™ expected from thesc investments are 
considered to be adequate to cover the estimated risks. If 

the rate of return from any particular type of investment 

happens to be lower than the rate desired, rightly or wrongly, 

by the investors investments in that line will be checked. § It 

^Jip return f . taxes or other¬ 

wise, the returns from investments decline below the desired 
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level, investments will cease. This mav lead even to dis- 
investments, so that production declines, prices rise, and 
profits are brought up to a size which is considered 
adequate to cover the risks. 

One more point to be remembered in this respect is that 
there is not one particular rate of profits which may be 
deemed satisfactory for all lines of industrial investments. 
While a relatively lower rate may be considered good enough 
for investments in a particular industry, a much highei rate 
may be desired from investments in another industry because 
of the supposed greater risks involved in it. What all this 
means, in short, is that no particular rate of profit can be laid 
down as an adequate one for private investments in general. 
The rate of profit will have to vary according to the risks 
subjectively estimated by the investors in each case of invest¬ 
ment. 

Any tax on the rate of profits, such as profits tax or busi¬ 
ness profits tax, which is designed to keep the rate of profits 
at a particular level, will therefore lesult in checking invest¬ 
ments in those lines from which a higher rate is desired. The 
underlying idea in introducing such taxes is that the profits 
which are in excess of what is required to induce investments 
should be appropriated by the state. The argument so far 
no doubt is correct. But the difficulty arises while fixing a 
particular level of profits as a satisfactory one for all lines of 
industrial investments. Whatever rate we may strike at, it is 
likely to prove too high in some cases and too low in others. 
Investments will naturally cease in the latter case. The 
investors certainly have no right to surplus profits. ut 
in the best interest of the community, the surplus profits 
must disappear as a consequence of increased production. 
Where, therefore, investments can be expected to increase 
as a result of competition, and it is desired that they s ou 
so increase, a tax meant to limit the rate of profits is bound 
to result in restricting investments by lowering their marginal 
efficiency. In fact, under conditions of competition excess 
profits cannot last. Competition is bound to bring down 
profits to a level which is considered just sufficient to cover 
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the risks involved. And that is the minimum rate to which 
profits can fall without any adverse effects on production. 
The taxation of the supposed excess profits can, therefore, 
be justified only when the high profits cannot be expected 
to increase investments, as in the case of monopolies, or are 
not to be allowed to increase investments, as in the case of 
war. In all other cases a tax on profits is sure to prove a 
drive against enterprise. 


High ptofits, so long as they cause investments to increase, 
do more good than harm. In an under-employed country 
every new investment increases the income of the community 
by an amount at least equal to the investment. The investors 
appropriate by way of profits only a part, may be high or low, 
of the total income generated by their investments. Of course, 
if we can reduce the appropiiation by the investors, the greater 
to that extent will be the share available to the community 
as a whole in the new income. But caic must be taken to 
sec that our attempts to enhance the communal share in the 
incieased income will not result in dwindling or drying up 
the source of increase, namely, the flow of investments, itself. 
That will be to nobody’s interest. 1 


It should incidentally be noted that taxation of the sup¬ 
posed high profits cannot justly be opposed, as it is often done, 
on the grounds of double taxation. It is for instance, often 
maintained that “profits when they become dividends are 
subject to tax in the ordinary way as part of individual in¬ 
comes, and there is no case for taxing such personal incomes 
twice simply because they derive from profits.’’ 2 But such 
arguments are due to confusion regarding the theoretical 
bases of taxation of piofits and taxation of incomes. The 


2 The Economist, Oct. 27, 1945. 
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underlying principle of income taxation is that every income- 
earner must contribute tow aids the state revenue, for 
whatever purpose it is raised, defence or social services, accord¬ 
ing to his ability. The source of income is of no material 
impoitancc here. The taxation of profits is based, on the 
other hand, entirely on a different theory. Profits are the 
remuneration for the economic services rendered to the con¬ 
suming community. The economic role of profits is to main¬ 
tain and if possible to cause the expansion of the supply of those 
particular services. Consequently such profits which do not 
fulfil this role, have no economic justification ; they represent 
unmixed exploitation of the consumers of those services by 
the profit earners. Wherever possible such exploitation must 
be stopped either by fixing the price of the limited supply 
or by increasing the supply, and thus bringing down the price. 
If this is not possible, it is better that the surplus profits should 
be taken over by government and used for the benefit of the 
community as a whole. The supposed reasonable rate of 
profit left after such taxation should certainly be liable to the 
payment of income tax just as the incomes from other sources 
are. What has been taken away earlier is only the surplus 
part of profits which had no economic justification. This, 
therefore, is no double taxation of income. No individual 
has any right to income arising from exploitation. 


The above paragraph must have incidentally made it 
clear that government is quite justified in taxing away surplus 
profits i.e. profits which arc neither needed for maintaining 
the supply of investment nor arc likely to induce its expansion. 
But the most difficult pioblem is how to find out this surplus. 1 
Obviously it cannot be done by laying down a particular 


1 “However, it is practically impossible for any tax on transactions to fa 
only where there is a surplus greater than the amount of the tax. I here "»<I 
be some people called upon to pay the tax who do not make as much surplus 
as this. These people will rather forego the surplus they are getting. \\ hcnc 
this happens .hire is a net social loss. The surplus thus foregone is lost to the 
people affected and is not offset by any gain to the government because ti er 
tax collected. The tax is collected from those who make a surplus equal 
or greater than the amount of the tax, and any surplus which is not enough 
support the tax is destroyed. It is this destruction that constitutes the ham 
taxes that arc not directed carefully so as to lall only on surplus. Lcrncr A. 

Tin Economics oj Control , p. 231- 
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rate of profit as the standard rate. The rate of profit must 
vary according to the amount of risks undertaken in each case 
of investment. And as it lias been pointed out above the 
amount of risks involved in diffcicnt cases of investment 
cannot be objectively laid down. Another point to be remem¬ 
bered in this respect is that excess profits and high rate of 
profits are two different things. As the rate of profit must 
be commensurate with the amount of risks undertaken in the 
act of investment a high rate of profits is justified where the 
amount of risks involved is great too. No particular rate 
of profit thus can be taken as the standard rate. The same 
rate of profit may be reasonable in one case while excessive 
in another. Where conditions of competition exist, the 
rate of profit can well be expected to reach a reasonable 
level in due course. 


In the case of monopolies of course an excessive rate of 
profits might continue indefinitely. In such cases govern¬ 
ment no doubt is justified in taxing away the surplus profits, 
if the surplus can be measured. But it is poor satisfaction 
that the surplus profits of the monopolists are taxed away. 1 
The monopolists earn the surplus profits by restricting pro¬ 
duction. And in the real interests of the community the sur¬ 
plus monopoly profits must be made to vanish as a result of 
expansion of production. So, wherever monopolies are 
lound to exist, government, instead of taxing away the mono¬ 
polistic profits, would do better to end the monopolistic res¬ 
trictions on production. This can be done in various ways 
for instance, by getting control over the monopolistic business 
and forcing them to expand production, or by subsidies 
and price guarantees to private competitors or by under- 


them altogether by'mcans°of t’alation^r K ai . ns » or Perhaps to destroy 

«he structure of proXcUon \ ould ,?n? , ° ,hc . r ' v,sc > evil effects in distorting 
the problem of Tonopoly «»•«* effect, remain! 

as an influence inimical to both cron, mi? , d *. 1 h , c c «e. against monopoly 

or mainly upon the undesirability of stremnl, 8r ^ S 3n , d rcsls not merely 

**•” “ sLuld 
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taking competitive production itself: 1 So even in the case 
of monopolies taxation of profits is not the proper policy. 


The taxes which impinge on the total earnings of an enter¬ 
prise, irrespective of the rate of profits earned, such as the cor¬ 
poration taxes, are also positively restrictive in effect. The 
restrictive effects of these taxes are not easily visible. And, 
therefore, it is sometimes wrongly maintained that, as an 
adequate rate of profits is made available to the investors 
even after the payments of these taxes, they cannot result 
in restricting investments. The fallacy in this argument 
will be obvious if we go a bit deeper into the problem. With 
such taxes the net earnings of an enterprise will have to rise 
above the rate of profits expected by the investors by an amount 
equal to the tax payments. For instance, if the taxes on cor¬ 
porate incomes amounts to, say, annas 8 in a rupee, and if 
the rate of profits desired happens to be ten per cent, the 
enterprise will have to earn an income amounting to twenty 
per cent of the investments. A higher rate of profits on invest¬ 
ments can be earned, ceteris paribus , only by keeping invest¬ 
ments and production low. So long as investors are not likely 
to undertake investments unless they can expect a satisfactory 
rate of return according to their own risk estimates, all taxes 
on the earnings of enterprises working under competitive con¬ 
ditions are bound to recoil on the community by way of higher 
prices. 


It may be pointed out here that if corporation taxes are 
removed and only individual income taxes are retained, the 
shareholders will evade taxes by accumulating profits in the 
corporations. But this possibility can be avoided by crediting 
to the shareholders for income-tax purposes the entire prohts 


1 “Government guarantee of competitive price would 
at monopoly by combination or by expansion of firms to a suffi sam / resu lt 
to exert monopoly power over the prices paid and received 1-hi. ^ r « 

could be achieved if freedom of entry were minta.ncd in all or 

as soon as any monopoly were formed and it raised the p nke advantage 

reduced the price of the factor, new enterprise would rush in ■ 

of the possibility of extra profit and thus would restore prices am |luj nat ; on 
optimum level. The difficulty here is that a large corporation or combination 

can often intimidate small new comers and the only 85 

be b.v the government.” Lerncr A. P., The Economics of Control, p. 85. 
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earned by the corporation during the accounting period 
irrespective of the fact whether they arc distributed or not. 

The taxes on profits were defended in the discussion on 
the 1947-48 Budget of the Government of India on a novel 
ground. For instance, it was pointed out that owing to a (all 
in the rate of interest investors now should feel satisfied with 
a lower rate of profits.' No doubt, with declining rate of 
interest the rate of profits expected from industrial invest¬ 
ments also comes down. I his causes investments to expand 
until the rate of profits declines to the new lowci level of ex¬ 
pectations, commensurate with the new lower rates of interest. 
That really is the economic advantage of lowering the rate 
of interest. But this advantage will not be available if be¬ 
cause of simultaneous increase in the rate of taxes the total 
profits to be earned remains the same. There will be slight 
ledistiibutive advantage but that is insignificant. 

What has been said so far must not be taken as a plea 
or high profits or big incomes. Nothing is farther than 
that from the mind of the present writer. These lines arc 
mten e to make clear that under private enterprise produc¬ 
tion will not take place unless it holds out p.ospccts of earn- 

the c?' ™ T ? CO ? PFOfitS as is consi dercd adequate to cover 
-_PPJ^_risks. 2 In every community there is a series 

India, is rcl^rfc'd'to hav/mTd^rrm^ L. M< ‘ m 1 ,K ' r f ( ” r Transport. Kovmimrm of 
the Budget : “The question uasxvhT^ ? 1 K * fo,, ‘ m ' n K cflet« while defending 
as a satisfactory incentive to f ‘i‘ C I? !c <,f rr,u,n " ,li ‘ h would operate 

was making inquiries into proteaionSnd , C ‘T ag ° ,,M * Tariff »oard 

from seven to eight per cent tS T * V ' «hcv used to take rates varying 
had changed, money had beron,. !| if 01 " ."‘V “! fifkrn >™rs a R o. Times 
a suitable rate of return to the present mn ^ ‘r • lcy , worc * <>in S lo adjust 
that to suggest anything like thc^ansTTT condl,,ons - '‘"'ll it seemed to him 

tZbr C r nyC ?™a g0 WOU * d not Ik- right S C ° ns,dmd appropriate ten 

m be constderer 1 sufficient for theTL " "u - 3 1 ?' v, ’ r , : a,r of profit ought 
The Times oj India , March 5 , ] 947 P c of P*oviding me-ntivc to investment.” 

must”be made ,o', ur ' n f foFprofi? 'y™!, b ' .,»'** hed, .he wh,,h of production 
conwqucncc of pure mudd?c-hcadcdnLs fa ii urc , to facc , this fact can only be n 
profit in that part of the econom^T-' 1 T ° adop . 1 a hostile attitude towards 
P ,ainl y disastrous i.'-' UC \ n ? us, , stl11 bc carried on by private 
S P ^ ap i ta,i ^m 'angSes L no y lC r d ' and h « kd in Police, to 
? aU Tf! >dUCtIOn is carr icd on neither Tor bc or & aniscd *0 take its 

ISr raasas S S-f - c teb£ 

John, Programme Jbr Progress, p. 15 ^ for profit must languish.” Strachery, 
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of profit iatcs demanded by private investors according to 
their estimate of risks in each case. The taxes which make 
it necessary to earn profits in excess of these rates will result 
in restricting production to that extent. We may therefore 
well conclude that as a rule taxation of profits in any form 
should be discarded where promotion of economic welfare 
is the objective of the budgetary policy. 


Though taxation of profits as such is undesirable, it docs 
not mean that high profits is a matter for indifference on the 
part of the government. For it must be remembered that 
high profits can be earned only by keeping production low. 
So the higher the rate of profits demanded by the investors 
the more restricted the production will have to be. In the 
interest of expansion of production, therefore, government 
must follow a policy which would induce the investors to 
invest at a low rate of return. For this it is necessary to bring 
down the rate of interest as well as the risks involved in indus¬ 
trial investments. This can be done by the government by 
following an appropriate monetary policy and by establish¬ 
ing right type of investment institutions, which by reducing 
risks will make money available for productive activity at 
cheaper rates. If even after this the rate of profits demanded 
bv private enterprise is found to be unreasonably high, say, 
because of wrongly exaggerated risks, in any socially useful 
production activity, the State will have to undertake invest¬ 
ments in that line on its own account. So also, vvhereve , 
because of senseless brands and varieties, prices and pro Us 
are found to range high, government should undci take t 
production of standard quality goods and sell them at reaso - 
,ble prices In order to avoid the possibilities of earning 
concealed profits public auditing should be ^de compubory 
in the case of joint stock companies. All the patent rig 
and copyrights must be kept available free of charge to the 

State This is likely to make private cntrepi eneurs n 
regarding venturing or. new productive acv.ucs because of he 

possibility of competition by the State in future. If « ‘ s 
c A tn be the case in respect of any productive activ > 

considered likely to prove socially useful, the state will have 
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to come forward offering a guarantee of the repayment of 
investments and a low rate, say, ‘2|- per cent of profits. This 
will protect the investors against the possibility of loss in the 
case of experimental new ventures. 

A policy along these lines is sure to lead to expansion 
of production. If instead of this, government resorts only 
to taxation of profits that may keep profits low, it will 
also keep production low. It is poor satisfaction to know that 
no one is earning very high profits. What we really must 
strive for is to see that everyone is getting economically better 
off. For this a high rate of expansion of production is essen¬ 
tial. So far as better distribution of production is concerned, 
means other than taxation of profits are to be used . 1 


Prof. D. R. Samant , Af./l., is Lecturer in Economics in the University 
School of Economics and Sociology , Bombay. He was in the academir 
field for 7 years before joining the School. 



it is d,C rh ° rd ' r ^ «« best way do 

income tax between Thc sec °“ d bcst “ by a wide margin in the 

equity and worst hi its effort ?t wanted incomes. The worst of ail—wore* m 

Economist Feb., 8, 1947, p. §js? 2 6 terpnse “ u a tax on P roflt5 ^ such.- The 
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POST-WAR FINANCE IN INDIA 

Bv 

* 

D. T. Lakdawala 


The last World War witnessed a tremendous increase 
in the public expenditure of all belligerent countries includ¬ 
ing India. Ignoring tlie provincial expenditure, which though 
it increased, assumed a less important role with the onset 
of the war, the Indian Government's expenditure increased 
from Rs. 85 crores in 1938*39 to Rs. 197 crorc in 1941-15, 
a rise of nearly 485%. If we include in the Indian Govern¬ 
ment's budget the recoverable expenditure made by India 
on behalf of His Majesty’s Government (Rs. Ill crores) as 
we should on all sound budgetary principles, the increase 
in expenditure is seen to be still higher—967%- This big 
rise has naturally produced a revolutionary effect on all public 
men and administratois. Whereas formerly they would 
have hesitated to speak of expenditure projects involving a 
crore ol rupees, they arc now so accustomed to think in terms 
of huge magnitudes that they talk of crores of rupees of ex¬ 
penditure without the slightest feeling of hesitation. 


The six years of World War have also seen a quickening 
ot social consciousness, a new insistence on rights on the part 
of die downtrodden and the oppressed, and a greater readiness 
on the part of the rich to yield to these claims. Under its 
influence many countries have resolved to fight “want, 
disease, ignorance, squalor and idleness.” Some have even 
prepa.ed concrete schemes to carry out this noble object. 
Urdmanly, the administrative and financial magnitude ol 
the task would have frightened the people and the Govern¬ 
ment out of their wits; but for persons, who have just gone 
through the experience of a war and still remember it, the 
has lost its terrors. In India also, the same phenomenon hai 
-V v,t r Cd - ° nly hcr ^kwardness and her needs beim 
on thT’ h V ra r Sf0rmatl ° n ha$ bcen bi S& cr * Big memoranda 

r.ntr i nCedS °^ retrenchmcnt were bein S Prepared when the 
entral expenditure was less than Rs. 100 crores a year 
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Now both economists and public men discuss seriously plans- 
costing Rs. 10,000 crorcs in 15 years (and even Rs. 15,000 
crores in 10 years) as a workable proposition!' This welcome 
change is entirely natural. If vast sums of money can be 
raised for purposes of destruction and warfare, or to put it 
better, for national safety and existence, why cannot the same 
thing be done for constructive purposes, to make life brighter 
and existence worth living ? The answer may not be as 
obvious to the expert as to the common man, for he realizes 
the difference between the principles of wai-finance and of 
peace-finance. But, certainly there is no use denying the 
wisdom of raising the question or shirking its answer. In 
what follows an attempt will be made to discuss as to how far 
the means adopted for meeting expenditure in war time can 
be utilized or adapted to finance peace time expenditure. 

Before plunging into this discussion, it may be better 
to furnish ourselves with some idea regarding the relative 
importance of the various methods in financing war expend¬ 
iture. The following table gives the relevant data for the 
year 1944-45. 


Sources of Government Expenditure in 1944-45 


Revenues 
Borrowing 
Currency expansion 



It will be seen from this table that the greatest money 
raiser in 1944-45 was revenue, borrowing a close second, 
and currency expansion contributed about ]th of the total 
expenditure. In order to sec how far it is possible or wise 
to use the three agents to the same extent in peace time, we 
must analyse the causes which led to their pioductivity in 
wartime and examine how far they arc likely to, or can be 
made to, persist. We will begin first with the method on 
which there is the least difference of opinion, viz. currency 


expansion. 


I There is sonic difference between the two figures, 
to state expenditure only, the latter to slate as well as p 
development purposes. The change in psychology is none 


Hie former pertains- 
rivate expenditure for 
• the less marked. 
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Currency Expansion 

The causes and the couisc of Indian inflation arc too 
well known by now to need any discussion here. Even during 
the war time, there was a considerable protest against it both 
from the public and the experts as a most inequitable and 
dangerous method of raising money. Except for the solitary 
Tata-Birla plan, there has been hardly any serious attempt 
to preach its continuance in peacetime. The authors of thu 
plan have tried to argue for cutrcncy expansion on the ground 
that it will be needed to finance the increased production 
and that with proper safeguards it need have no terrors !' 
This view seems to be gravely mistaken. Between 1938-39 
and March 1947,currency has expanded by 014% and whole¬ 
sale prices by 193%. Other forms of money have shown a 
smaller increase; demand deposits have increased by 457% 
only. The velocity of circulation seems to have considerably 
gone down. We have no figures regarding the rapidity of 
currency circulation, but the clearing house returns, which 
have increased only 242% between 1938-39 and 1940-47, 
show that demand deposits aie not transferred with the same 
frequency as before. Thus, there is a great inflation potential 
in the country, and considerable scope for increased production 
without any fall in prices. Moreover, there arc very few people 
w r ho would plead for a stabilization of prices at the present 
level. A substantial, though gradual reduction in prices 
is an agreed policy. Under the circumstances, even a con¬ 
siderable increase in production can be absorbed by the 
Indian monetary system without producing any undesirable 
fall in the price level. An increase in currency, therefore, 
has to be ruled out in the immediate future. Of course, granted 
the confidence of the people, the State can increase the note 
circulation to any extent it likes, but the economic and social 
consequences will be serious. Such a policy will be definitely 
unsound; unlike in the case of war finance it may jeopardise 
the very aim of economic and social betterment, for which, 
these sums are raised. 


1 A Plan for Economic Development in India, p. 4fi. 
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Tax Revenues 


(«) Rational Income 

We may now turn to the question of revenues during 
peace time and war time. During the war, the total Indian 
revenues increased from Rs. 84 J crores to Rs. 335J ciores. 
The tax revenues contributed the. most important part of this 
war time increase. This may be attributed to the following 
causes: {a) Increase in money incomes; ( b) greatei inequality 
of incomes and ( c ) higher buiden of taxation. During the 
war, thanks to the currency expansion and price rises, though 
there was no significant increase in production, money in¬ 
comes rose. The present price level cannot be allowed to 
continue during the post-war years. An increase or even a 
continuance of current money incomes at a reduced price 
level can only be possible, if there is a substantial increase in 
production. Of this, however, there arc no signs ; on the 
contrary, the two peace time years that have followed the 
war, have seen a gradual decline in production. The Capital 
Index for business activity has declined from 120*7 in 1944-45 
to 110*7 in October 1940 and is falling still further. As 
long as the present political situation and labour unrest 
continue, it will require all our skill and resources even to 
arrest this declining trend. As far as the immediate future is 
concerned, therefore, unless the price rise continues a very 
undesirable course of affairs, but not unlikely) an increase in 
money incomes is out of question and a decrease quite likely. 


(//) Inequality of Distribution 

A factor that greatly increased the yield from direct 
taxes in wartime was the larger distributional inequalities that 
the war gave rise to. In absence of upto date Income lax 
Reports, we cannot form any idea of the extent of the changes 
in income distribution that the war brought about. But it is 
certain from all accounts that the great inequalities in income 
and wealth distribution in India were aggravated by the 
war time events. This fact was reflected in the yields from 
progressive taxes which greatly increased in spite of tax 
-evasion on an unprecedented scale. The increase in ma - 
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distribution of incomes was the result of wages and salaries 
lagging behind prices. Once the process of rising prices 
stops, this lag will disappear and with employees becoming 
more organised the time lag will not be great. With labour 
restive and insistent on its right and a sympathetic Ministry 
at the helm not only income but even wealth distribution 
may be made less unequal in a short time. This factor of 
increase in revenues may thus disappear in a short time. 


(r) Level of Taxation 

Given the national income and its distribution, the tax 
revenues will depend upon the level and system of taxation, 
i.e., to say the various taxes in force and their rates. One of 
the powerful levers of getting more money during war time 
was the levying of new taxes like the Excess Profits Tax, 
Corporation Tax, Customs Duties etc. It would be interesting 
to examine each of these taxes by turn, and sec how far it is 
possible to maintain them at their wartime rates during the 
post-war period. For reasons of lack of space, however, we 
must stop fiom this detailed analysis, and be content only 
with a broad picture here. 

It has often been argued that the secret of the success 
of high war time taxes lies in the people’s psychology. During 
the war, they feel that their liberty, the security of their 
family and properly are at stake, and they feel that no cost 
is too great to pay for victory. It is because of this psycho¬ 
logical background that a very high level of taxation e.g., 
19 sh. Gd. per £ on incomes in England or of 15 annas G pics 
in India, which would ordinarily turn the entire people into 
a nation of liars, is tolerated with resignation, if not accepted 
with cheer, during wartime. It is difficult to create the same 
mental atmosphere in peace time, because though it may 
look almost blasphemous to say so, peoples can be roused 
to greater sacrifices for mutual slaughter than for betterment. 

Xt ™ ay . be that this general psychology is due to false values 
ot life implanted at an early age, and may be remedied by 
proper methods of propaganda. But, there is no doubt that 
the richer classes, from whom the largest amounts of revenue 
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have to be derived, feel more keenly about the course of a war. 
than they ever could about the improvement of the lots of 
their unfortunate brethren. 

While not denying the truth of a different prevalent 
psychology during wartime, it may be pertinent to point out 
that such a vague feeling is not likely to make much difference 
in the very prosaic day-to-day task of tax collections or pay¬ 
ments. In any case in India the whole pioblem docs not 
arise. The Indian businessmen never felt the war to be 
their own and profiting out of the same sentiment on the part 
of the Indian people, they vied with one another in depriving 
the Indian exchequer of its due. The situation is bound to 
change at least to some extent for the better in the post-war 
period, so that as far as this count is concerned, it need not be 
difficult for the Indian Government to keep as high a level of 
taxation as before. 

The most potent factor that helps to keep the heavy tax 
burden in wartime is the change in economic conditions that 
it gives rise to. The sharp break that war economy implies 
from peace economy makes possible taxes like the Excess 
Profits Tax which arc powerful revenue collectors; in the post¬ 
war period, only pale imitations of such taxes arc possible. 
The most valid objection against a high level of direct taxes 
in ordinary times is its adverse effect on risk supply. The 
full employment conditions,’ which are characteristic of the 
war, reduce greatly the need of risk-bearing and thus the 
demand for risk-bearing goes down. If the State embarks 
on a planning policy, as it is very likely to do during the post¬ 
war period, this second condition will be repeated to a very 
large extent. This will enable the level of direct taxes to be 
maintained at the same level as in the war period, provided 
the State will take upon itself the responsibility of seeing that 
the whole economic machine runs smoothly. In wartime the 
Government makes it its primary duty to sec that the war 
machine and the industries and businesses catering toil, which 
means in the ultimate analysis, the whole economic machine 

1 In a backward country like India, this word has to be interpreted with 
a certain amount of caution. 



POST-WAR FINANCE IN INDIA 


1 7 3 

aie not paralysed. To this end it adopts various detailed 
controls, and operates industries directly if indirect inter¬ 
vention does not serve the purpose. The State must be pre¬ 
pared to adopt the same policy in the post-war period if any 
level of direct taxation near the present one is to be successfully 
maintained. 


During wartime, indirect taxes have also been increased 
to a large extent'. The normal objection against such taxes 
has been that they would lead to a great shrinkage in con¬ 
sumption. This no longci holds good in wartime, when 
reduction in consumption except of absolute necessaries 
becomes the aim of the State. In the post-war period, such 
a rigid aim is no longer desirable, for an increase in consump¬ 
tion not only of necessaries but also to some extent of comforts 
is the very object of post-war policy. Nevertheless, during 
the tiansitional period of shortages and rising money incomes, 
it should be seen that the demand does not press too much on 
supply and leads to inflation. Increases in indirect taxes 
may provide the right remedy for such a purpose. 


Non-tax Revenues 

In war, the non-tax revenues have also contributed their 
fill or rather more than that. In 1938-39, they contributed 

™t or 12 /o of the tota l revenues, while in 1944-45, 
7 ,o 63 lakhs or *23 / 0 . This increase has been due to various 
reasons, differing with different sources, c.g., in the case of 
the revenue from the Reserve Bank it has been due to the 
Government s financial policy and the change in the rules 
regardmg the allocation of profits between the shareholders 

f" th K C Go ^ crnm ent. In the case of the Postal Department, 
it has been due to greater business traffic and increase in rates 

convent!T V1C M : COmbi " cd , with “ change in the previous 
convention according to winch no revenue was to be derived 

from the postal services. In the railways, the same causes 

I ^ " 

basis' S p^S„Th?rrJ^TLr&srav 0, „^ on “ 

on the latter basis. Hence the terminal™,, not mcan an increase 

Strictly speaking, before talking of an increase o/dJS^* *** ratCS * S confuscd -' 

■axes should bo reduced lo a common basis, preferably'*c Z 
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were at work. Ttie revenue from coinage increased because 
ol the great demand for smaller coins. Miscellaneous revenue 
rose because of the war risk insurance premia. A detailed 
analysis of whether and how these revenues can be made to 
continue is ruled out here, but a few general considerations 
may be seen. In the case of the two most important com¬ 
mercial departments, viz., the railways and the post, while 
traffic is likely to continue at the war level, it cannot be carried 
with the wartime equipment and materials, so that expendi¬ 
ture in these departments is likely to increase. The persistent 
demand of labour and clerical staff in these departments for 
fair conditions of work, 1 and of the customers for proper con¬ 
veniences will also have to be satisfied. While the wartime 
rates may continue to prevail in the post-war period, any 
increase in them is likely to meet with very stiff resistance. 
It is difficult to say much regarding the new conventions that 
should be adopted between the Railway and the Postal De¬ 
partments and the Government Exchequer; but it is certain 
that these will have to be more akin to peacetime arrange¬ 
ments than to wartime ones, which were solely adopted with 
a view to bring more money to the general revenues. Any 
expectation-, therefore, regarding commercial departments 
contributing to the general icvenues as in the war period is- 
out of the mark. 


Borrowing 

We now turn to the last source of Government finance, 
viz., borrowing, internal and external. During the war, thcr 
internal borrowing progiammc of the Government brought 
forth Rs. 181 crores a year : during the last year (194-1-4;)! 
the record was much better—Rs. crores. If borrowing 

can be made to yield some such amount in the post-war period 
it will greatly facilitate the future Finance Minister’s work. 
Unfortunately, there a^e many causes which make such a 
repetition unlikely. It w'as mainly due to the negative 
method of preventing alternative outlets that the borrowing 
piograinmc of the Government was a success. The prc\en 
^^ 

I The Pay Commission’s recommendations will, ii implemented, cost 
Rs. 20.crores. 
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tion was partly done through direct orders like the Capital 
Control Order, and partly through the controls on buildings 
and raw materials. Even if both these means are continued 
during the post-war period, the same rigidity in their adminis¬ 
tration is no longer possible or desirable. We cannot in 
the future continue to regard investment in Government 
loans only as deserving of encouragement. However im¬ 
portant the role that the Government may play in the future 
economic life, it is certain that private enterprise also will 
have to be allowed to expand. Fuithci, the reduction in 
distributional inequalities as well as the removal of compulsory 
savings measures like the clause icgarding the compulsoiv 
E. P. T. deposits will also have their elici ts. Taking in(<* 
consideration all these causes, it should be fortunate if the 
Government borrowings can reach half their war level. 

External borrowing, and what is almost the same thing, 
liquidation of external assets, may provide us with a better 
prospective. During the war, India’s sterling debt lias been 
practically wiped out and she has amassed a huge sterling 
balance of Rs. 1,600 crorcs. If a substantial part of these 
balances could be utilized in the near future, this would provide 
a great solace to the Indian Exchequer. Such prospects, 
however, are few. England in her present mood is not likely 
to release any significant amount of our sterling assets, especial¬ 
ly as it will tend to tighten her dollar situation. Lo ans from 
U. S. A. Government or the Export-Import Rank would not 
have been very difficult to obtain at one stage, but so far the 
Indian Government under a false notion of her foreign ex¬ 
change resources has not made any vigorous efforts to approach 
the U. S. A. Treasury for a loan. Even if the approach is 

made now, it may not be so easy to negotiate a loan as it was 
before. 


Post-war Normal Expenditure 

; amount that can be set apart for economic and 
social projects during the post-war period will depend on the 
gap between the money raised during the post-war period 
and.the normal expenditure. - We have seen that in all like- 
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lihood, the former will be substantially less than in the war 
period. It is equally likely that the defence expenditures will 
not go down to the levels we once dreamt of and that the 
non-defence expenditure will definitely go up. Defence ex¬ 
penditure of the Indian Government will be much higher than 
the pre-war defence expenditure of Rs. 4G crores ; it will be 
somewhere in the neighbourhood of at least Rs. 200 crores. 
1 he wages and salaries of the Government servants have 
much behind the cost of living and the salaries of many 
private employees. During the war and sometime thereafter, 
this was tolerated because of the lack of cmplovees’ organiza¬ 
tion and because of the vast reserve powers lying with the 
Government. Both these causes no longer operate now, and 
these classes are determined on getting better pay. The 
Gentral Government has partly anticipated this by accepting 
the recommendations of the Pay Commission, but even this 
may not suffice and the Government may be forced to grant 
more concessions. Normal expenditure during the post-war 
period will, thus, much exceed the pre-war one and the sums 
available for special reconstruction and development projects 
will be much less than may be suggested by any figures regard¬ 
ing likely post-war revenues and borrowing and non-dcfcncc 
expenditure during wartime. 

Conclusion 

On the whole, then, it w'ould seem that at least as far 
its the Central finances are concerned, any possibilities of 
setting up veiy large sums for planning in the near future 
aic rather small. The Provincial finances with their inelastic 
revenue sources and their policy of prohibition may have even 
a worse tale to tell. This need not however prove a damper 
to us; it should only set us thinking harder and more intensely 
regarding the priority among the various projects that have 
been drawn. It is upon wisdom in this selection that our 
futuic prospeiity will depend. If this job is done well, 
the finances of the future will be much easier to manage, 
and it will be possible to spare much larger sums for financing 
development plans after a short time. This is the precise 
difference between peace and war finance. During a war 
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it is easier to raise large sums of money than duiing peace, 
but soon war revenues and borrowing reach a maximum. 
Since all this expenditure is incurred for destructive purposes, 
war expenditure cannot feed upon itself. During peace time, 
it may not be immediately possible to spare the same vast 
sums, but if this expenditure is wisely incurred, it will lead 
to an increase in national income, thus making possible still 
large sums of expenditure and so on. It is on this cumulative 
possibility of wise peacetime expenditure that we must learn 
to rely rather than on great immediate possibilities, if our 
hopes are not to be dashed to pieces. 


Dr. D. T. Lakdawala, .MA., LL.B.,Ph.D. y is at present Ag. Reader 
in Economics i i the University School of Economics and Sociology , in 
place of Prof. J. J. Anjaria. 
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JOINT STOCK BANKING IN INDIA—SOME 

REFLECTIONS * 


By 

D. N. Maluste 

Recent Growth of Banking Offices 

Since the establishment of the Reserve Bank of India in 
April 1935, there has been a steady development of joint stock 
banking in India and this development was greatly accelerated 
duiing the period of the Second VVoild War, particularly 
after about the middle of 1942. Not only have the banks 
previously established increased their capital and extended 
their operations but also a number of new banks have come 
into existence. The number of banks included in the Second 
Schedule to the Reserve Bank of India Act when the Reserve 
Bank first commenced its operations on the 1st April 1935 was 
only 50 but their number has since been nearly doubled 
and there arc now as many as 97 banks included in the 
Schedule. There has also been a substantial increase in the 
number of non-scbcdulcd banks (i.e., banks the paid-up 
capital and reserves of which amount to less than Rs. 5 lakhs 
and which arc therefore not included in the Second Schedule 
to the Rescive Bank of India Act) and although accurate 
statistics regarding these banks are not readily available, 
their numbei may be estimated at about 700. Both scheduled 
and non-scheduled banks have opened a number of new 
offices. Whereas at the end of 1939 their offices numbered 
only about 1,800, they were almost doubled by the end of 1941. 
During the year 1945 further 1,000 new offices were opened 
by these banks with the result that at the end of 1945 there 
were about 5,300 banking offices. Although latest data is 
not available, there arc indications that there was a further 
increase in the number of new banking offices in 194G prior to 

the Banking Companies (Restriction of Branches) Act which 

came into force on the 22nd November 1946. It may be added 

* These are personal reflections recorded in my personal capacity. 
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that the figures given above do not include offices of hanks 
the paid-up capital and reserves of which arc less than Rs. I 
lakh nor the money-lenders and indigenous bankers. 


Increase in Bankino Resources 

There has been a considerable increase in the resources 
of banks during the last few years. Due to reasons which 
are well-known therehas been an enormous increase incurrcncv 
circulation since the outbreak of the war. The total notes 
in circulation amounted to only Rs. 182 crores on the 1st 
September 1989, but they amounted to Rs. 1,212 crores on 
28th March, 1947, an increase of nearly seven hundred per 
cent. There has also been a considerable absorption of 
rupee coins and coins of smaller denominations. This great 
increase in the circulation of money has led to a corres¬ 
ponding though not a proportionate rise in the deposits of 
banks. The following table shows the notes in circulation 
and the demand and time liabilities of scheduled banks since 
the outbreak of the war. 


Date. 


1-9-1939* 

29-12-1939* 

27- 12-1940* 

26- 12-1941* 
25-12-1912 
31-12-1943 
29-12-1941 

28- 12-1945 

27- 12-1916 

28- 3-1947 


(In crores of rupees) 


Notes in 

Demand 

Time 

Total 

circulation 

liabilities 

liabilities 

liabilities 

182 

135 

102 

237 

236 

147 

105 

252 

241 

175 

101 

276 

336 

225 

113 

338 

57o 

335 

111 

1 16 

841 

5<) 1 

157 

658 

1,01(1 

616 

203 

819 

1,211 

673 

280 

953 

1,225 

730 

331 

1,061 

1,242 

681 

• 346 

1,027 


* Statistics for Burma included. 


- n „ 'u V1 1 r e S f" fr ° m the above table that in common with 
ha^Tecn l,° f ‘ countries the increase in demand deposits 

demand liir!" th ?" [ hat ln “me deposits. Whereas the 
Rs 135 rm ' 11CS scheduled banks have increased from 
Rs. 135 crores on the 1st September 1939 to Rs. 694 crores 
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on the 14th March 1947 time liabilities have risen from 
Rs. 102 crores to Rs. 347 croies over the same period, the 
percentage of time deposits to total deposits having gone down 
from 43 to 34 while that of demand liabilities to total liabilities 
having increased from 57 to 66. It is, however, satisfactory 
to note that since the termination of the hostilities there has 
been an improvement in the rate of growth of time deposits. 
This has reduced the vulnerability of the banking system. 

Deposits of the non-scheduled banks (with capital and 
reserves of over Rs. 1 lakh) have also increased from Rs. 16 
crores at the end of 1939 to Rs. 92 crores at the end of 1945, 
the average deposits per non-scheduled bank having increased 
from Rs. 12*2 lakhs to Rs. 38 lakhs during the same period. 


Increased Liquidity of Banking Assets 

Though the deposits of banks incicased considerably 
during the war period there was no corresponding rise in the 
demand for bank finance during that period as may be seen 
from the following table showing the total advances and bills 
discounted by scheduled banks. Similar statistics for non- 
scheduled banks arc not available. 


(In crores of rupees 


Date 

Advances 

Bills Dis¬ 
counted 

Total 

Demand 
and time 
liabilities 


1 

2 

3 

4 

1-9-1939* 

101 

4 

105 

237 

29-12-1939* 

143 

4 

147 

252 

27-12-1940* 

102 

2 

104 

276 

26-12-1941* 

123 

6 

129 

338 

25-12-1942 

95 

3 

98 

446 

31-12-1943 

161 

7 

168 

658 

29-12-1944 

236 

13 

249 

819 

28-12-1945 

303 

24 

327 

953 

27-12-1946 

442 

23 

465 

1,061 

28-3-1947 

471 

22 

493 

1,027 


% of 3 
to 4 


44-3 

58-3 

37- 8 

38- 2 
22-0 
25-6 
30-4 
34*3 
43-8 
48-0 


* Statistics for Burma included. 
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As a result of the increase in deposits and of the absence 
of a corresponding increase in the demand for bank finance, 
the assets of banks became more liquid during the war 
period and they maintained proportionately higher cash 
balances as may be seen from the following table giving the 
position of scheduled banks. 


(In crorcs of rupees) 



Total demand 

Cash and 

Ratio of cash 

Date 

and time 

balances with 

to demand and 


liabilities 

the Reserve 
Bank of India 

time liabilities 

1-9-1939* 

237 

32 

13 • 5 

29-12-1939* 

252 

25 

9 • 9 

27-12-1940* 

276 

57 

20 • 7 

26-12-1941* 

338 

42 

12-1 

14-4 

25-12-1942 

446 

64 

31-12-1943 

658 

116 

•17-7 

29-12-1944 

819 

106 

13 0 

28-12-1945 

953 

121 

12-7 

29-12-1946 

1,061 

117 

11-0 

28- 3-1947 

1,027 * 

106 

10-3 


*Statistic> for Burma included. 


It will be observed from the above table that the per¬ 
centage of cash to demand and time liabilities of scheduled 
banks which stood at 13-5 on the eve of the war rose to 20-7 

d^manH^ r‘ 9 f i, ThCrCaftCr ’ 0win S to a sli S htl V improved 
demand for funds but mainly due to increased investments 

Z&ET? S T ritiCS ’ thC P ercerlta S c of cash to total 

1944 s T 10 dccl,ne and stood at 13 at the end of 

1944. Since the termination of hostilities there has been 

t a hat m t C he a5e m thC d T 3nd f ° r bank ■ with the result 

. th t. P . C , rC< ; rUagC of Cash to total liabilities of scheduled 
banks has declined to 10 -3 at the end of March 1947 

to be T maintaT„ S i C „ h a dUl a d bankS W ' bich Were P rcvi ously reported 
j® “ maintaining inadequate cash balances have also steadilv 

staH^ VCd thCir P ° Sltlon in this res pect and although complete 
? : S tSr ailabl V (i! noticed that the'Je™^ 

about 7 m t^eLr; ^ 
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Both the scheduled and the non-scheduled banks have 
also improved their liquid position by investing large amounts 
in Government securities. The total investments of the 
scheduled and the non-scheduled banks (having capital and 
reserves of over Rs. 1 lakh) which did not exceed Rs. 100 
crores before the outbieak of the war aie now estimated at 
Rs. 500 crores, i.e., nearly 50% of their total deposits. 

Profits of Banks . 

The cumulative effect of the changes in the structure of 
the assets and liabilities of banks brought about by the war 
has led to an increase in their profits and to a greater demand 
for bank shares, especially ol the old established banks, at rising 
prices. However, the profits of banks did not rise in propor¬ 
tion to the rise in their working funds. The slackness in trade 
demand for funds has led the banks to invest in Government 
securities with comparatively low yields. They had also to 
incur larger expenditure on their establishments owing to 
the rise in the general price level and in a numbci of cases due 
to an indiscriminate extension of branches. A number of 
banks also earned fairly large profits on speculative purchases 
and sales of Government securities, prices of which have been 
generally rising during the last few years mainly on account 
of the cheap money policy pursued by the Government. 

Certain Defects in our Banking System 

It would be seen from the foregoing that there has been 
a great expansion of joint stock banking in this country 
during the last few years, although it cannot be said that we 
have reached the saturation point. As compared to tic 
advanced countries of the West, we have a considerable 
leeway to make and there will have to be a further increase 
in the number of banking offices, if the benefits of the modern 
banking system arc to percolate to our poverty-stricken an 
debt-ridden ryots. But the time is now opportune to con¬ 
solidate the progress already achieved and to remove : 
defects that have characterized the development of banking 
so far in order that the further progress may be on sound lines. 
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The first point that may be mentioned in this connection 
is that a considerable improvement is required in the general 
standard of management of a number of banks. There are 
a few banks which arc managed as efficiently as some of the 
leading banks in the advanced countries of (he West but this 
cannot obviously be said of the great majority of our banks. 
It is a truism that good banking depends not so much on good 
laws as on good bankers. As a result of the rapid growth of 
banks during the last few years there has been a dearth of 
trained personnel and this deficiency will have to be removed 
at an early date. It is therefore necessary to recruit and train 
personnel of the requisite ability and integrity. Apart from 
this, in a few cases banks are reported to be under the control 
of unscrupulous persons which results in defalcations, embezzle¬ 
ments and fraudulent mismanagement. Some of the banks 
arc also reported to be run not to promote the general interest 
of the community but of the particular group of interests 
responsible for their establishment. This leads to undesirable 
interlocking between allied concerns. In this connection it 
is to be noted that a banker, unlike other businessmen, is 
trading with the funds of others and unless he is a man of 
character and integrity the bank which he controls is bound 
to come to grief sooner or later and result in loss to its deposit¬ 
or. Under the Banking Companies (Inspection) Ordinance, 
1040, the Government of India have already assumed powers 
to take action against banks conducting their affairs to the 
detriment of the interest of their depositors. A comprehensive 
Banking Companies Bill designed to regulate and control the 
banking system is also before the Legislature. The enactment 
of these measures and their efficient administration will no 
doubt result in a gradual detection and eradiction of unsound 
banks but it is ultimately for the depositors and the general 
public to be always careful about the banks they patronize 
and to discourage those known to have been mismanaged. 

he depositing public must be more vigilant than they have 
been hitherto and should not be lured by banks merely because 

of the attractive terms offered by them or bv their lavish ad¬ 
vertisements. 
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The second point that may be noticed is that although 
we have a few large banks which can stand comparison with 
some of the leading banks abroad in resources, the average 
size of our banks, especially of the non-scheduled class, is still 
too small to enable them to employ the right type of personnel 
and to operate on accepted lines. It is, therefore, necessary 
that the smaller banks should combine among themselves or 
amalgamate with some other big banks so that there may 
be an end to the present unhealthy scramble for business. 
Small banks are no doubt required for our country-side, but 
just as it is essential that small agricultural holdings should 
be consolidated into economic units if our agriculture is to 
progress, it is also similarly necessary to consolidate the smaller 
banks into units of sufficiently large size. Banks the paid-up 
capital of which is not adequate but which do not wish to 
amalgamate with other banks must as an alternative take 
caily steps to increase their paid-up capital. Banks must 
also utilize the profits they arc making now to strengthen their 
reserves instead of frittering them away in payment of higher 
dividends as some of them arc doing at present. Unless they 
take steps to strengthen their position as indicated above 
they may not be able to maintain the progress made during 
the war period and be in a position to meet successfully the 
problems and difficulties that may arise once the present 
inflationary conditions disappear. 

Thirdly, the development of banking that has already 
taken place is lop-sided in that there has been an undue 
conccntiation of banks in larger towns and cities. While 
the number of banking offices has shown a very rapid increase 
during the war the number of places formerly not served by 
banks to which banking service has been extended rc ™ a11 ** 
comparatively very small. Of the new offices of scheduled 
banks, only about 300 arc reported to have been opened at 
places which were not previously served by banks. There 
arc still about 000 urban places in British India and Don 
urban places in Indian States which do not yet have banking 
offices. The new banks have mostly opened offices_ ini im¬ 
portant towns which enjoyed fairly adequate banking facilities 
and they have entered into competition with the banxs 
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already well-established there. This tendency must stop, 
and banks, in a position to open new banchcs, should do so at 
centres which require but arc without banking facilities. It 
is to be hoped that the administration of the new Banking 
Companies (Restriction of Branches) Act, 19*16 will promote 
the growth of banking offices on right lines. 

Finally it may be pointed out that the development of 
banking that has taken place so far has been on traditional 
lines and banks have mainly contented themselves with puie 
“deposit banking.” A number of representations were made 
both before the Indian Industrial Commission and. the 
Central Banking Enquiry Committee that the financial facilities 
available for the establishment and development of industries 
are not adequate but none of our banks has yet made attempts 
to make available such facilities on any appreciable scale. 
The experiments in “mixed banking” on the German model 
have of course failed in many countries but our banks, especially 
the older ones, could have promoted jointly an industrial bank 
to assist the development of nascent industries. The establish¬ 
ment of an Industrial Finance Corporation foi this puipose 
is now contemplated but it will obviously take considerable 
time before the new institution is able to start its operations. 
Another direction in which a joint effort appears necessary 
and may be fruitful is the establishment of an Indian Exchange 
Bank to finance our foreign trade. It has been a long standing 
complaint of our businessmen that the facilities offered by the 
existing exchange banks are not adequate or otherwise satis¬ 
factory and because of this some of the banks have already 
established a few branches or agencies overseas. But it is 
doubtful whether attempts in this direction by individual banks 
will be sufficiently successful in view of the hazards involved 
in this type of business and of the keen competition which 
they may have to face from the existing exchange banks. 
It, therefore, appears desirable for our leading banks to promote 
jointly an Indian Exchange Bank with sufficiently large 

resources in order that it can operate competently and pro¬ 
fitably. 

_ • 

Mr. D. N.Malustc, M.A. {Bom.), B.Com. [Loud.), Bar-at-Law , 
is an Assistant Chief Officer in the Banking Operations Department of the 
Reserve Bank of India, Bombay. 



BANKING LEGISLATION IN INDIA.* 


By 

M. S. Nadkarni 

1 he question of enacting comprehensive banking legis¬ 
lation for the protection of depositors and for the promotion 
of banking in India on sound lines has exercised the mind of 
the public in this country for many years. The banking 
crisis of 1913-14 brought home to the depositing public the 
desirability of statutory restrictions on certain undesirable types 
ul activities of some commercial banks such as the combination 
of banking with trading, the grant of large unsecured advances 
to the directors of banks, their firms and companies and the 
maintenance of an unduly low proportion of cash and other 
liquid assets. The Indian Central Banking Enquiry Com¬ 
mittee (1931) went into the question and recommended the 
promulgation of a special Bank Act, covering the organization, 
management, audit and liquidation of banks. Certain im¬ 
portant recommendations of this Committee were incorporated 
in the Indian Companies (Amendment) Act, 1930, through 
the addition of a separate chapter relating to banking com¬ 
panies. Thereafter public attention was again drawn to the 
question of banking legislation in 1938 when the Travancorc 
National and Quilon Bank Ltd. failed creating a feeling of 
insecurity among certain classes of bank depositors in South 
India. The Central Board of the Reserve Bank of India 
gave their careful consideration to the problem in 1939 and 
submitted to the Government of India “Proposals for an 
Indian Bank Act” which were circulated by the Government 
for eliciting public opinion in 1940. Owing to war develop¬ 
ments and tlie preoccupation of the Government with pro¬ 
blems relating to the prosecution of the war, the proposa s 
were held in abeyance for sometime but with the favourable 
turn in the war situation the question was revived in 1944. 
A bill incorporating the recommendations of the Reserve 

* Any expression of opinion contained in this article reflects the personal 
views of llic writer. 
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Bank was introduced by the Government in the Central Le¬ 
gislative Assembly in November 11)11 but it lapsed due to 
constitutional reasons. A Ircsh bill was introduced in the 
Legislative Assembly in February 11)10 and was referred to a 
Select Committee. The report of the Select Committee was 
presented to the Assembly by the Hon ble Finance Member 
on the 17th February 1917 and it is now expected that the Bill 
will come up for final disposal, at the earliest, during the 
current session of the Legislature. 


Need for Banking Legislation 

The question whether a country requires statutory control 
over its banking institutions or not can only be determined 
with reference to the economic circumstances and the banking 
situation in that country. In many countries—and in par¬ 
ticular in several European countries after the economic 
depression of 1930-33—legislative restrictions on banking were 
introduced with a view to eliminating abuses and malpractices 
which manifested themselves during periods of emergency or 
crisis. In several others, statutory control was imposed with 
the object of extending to all banks the principles and tradi¬ 
tions followed by the best banks. Generally speaking, in 
many parts of the world banks which collect the savings of 
the community and place them at the disposal of trade and 
industry, are regarded as public institutions and statutory 
regulation of their activities is considered necessary for safe¬ 
guarding the interests of the depositors and for fostering the 
development of banking on sound lines. The admittedly 
successful banking system of Great Britain, however, shows 
that detailed legislative control is not essential for the efficient 
functioning of Banks. It may nevertheless be mentioned 
that even in Great Britain a fairly elaborate Joint Stock Banks 
Act was enacted in 18 U containing provisions for the control 
of the number of banks, minimum capital, publication of 
balance sheets, restrictions on advances against a bank’s 
own shares, etc. 1 This Act was repealed in 1857 by being 
merged in the general company law. The subsequent 

Da «JoA UCn and ° thcri: Gomm ' rcial Banking Legation and Control, 
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growth of sound banking traditions also made such legislation 
superfluous in Britain. 

In India, as already mentioned above, the demand for 
banking legislation has its origin in successive bank failures 
in the country. The Indian Central Banking Enquiry Com¬ 
mittee analysed the causes of these failures and mentioned 
the following as the principal ones: combination of trading 
with banking, dishonest management, incompetence of 
directors, bad and speculative investments, unrestricted loans 
to directors and their concerns, utilisation of short-term 
deposits for long-term loans, insufficient paid-up capital 
and reserves, and insufficient liquidity of funds. Since the 
publication of the report of the Banking Enquiry Committee, 
banking in India has made considerable progress, particularly 
during the war years. Between 1935 and 1946, the number 
of scheduled banks has risen from 49 to 96; their total demand 
and time liabilities in India have increased fiom Rs. 221 
crores to Rs. 1,061 crores, and the total number of their offices 
and branches in India has gone up from 723 1 to 3,519. As 
regards the non-scheduled banks, although the number of 
such banks submitting returns under Section 277 (L) of the 
Indian Companies Act has shown a comparatively small 
increase from 626 in 1938 to 632 in 19-15, their total demand 
and time liabilities have risen during the same period from 
Rs. 15-42 crores to Rs. 73-64 crores. 2 With regard to 
branch banking, the total numbci of the offices of the non- 
scheduled banks having paid up capital and reserves of 
Rs. 50,000 or over has shown a large increase Horn 343 in 
1938 to 2,343 in 1945. In assessing these figures, however, 
allowance must be made for the inflationary conditions created 
by the war. Some of the smaller banks present a number of 
unsatisfactory features such as a meagre capital structure, 
and insufficiency of liquid assets in the form of gilt-edged 
securities,. 3 The recent suspension of business by certain banks 
in Calcutta and elsewhere has only served to emphasize the 
urgency of banking legislation in India designed to eradicate 


1 Includes figures lor Burma. „ o 

2 Statistical Tables relating to Banks in India and Burma, 1944-4.>, page 

:1 Reserve Bank of India : Proposals for an Indian Bank Act, p. 30. 
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the drawbacks in the existing banking structuie, to conserve 
the progiess made during the war, and to promote the develop¬ 
ment of' banking on sound lines. 

Banking Laws in Foreign Countries 1 

Although the banking laws of various countries arc 
formulated to meet their individual requirements, there arc 
certain underlying principles or features which arc more or 
less common to many bank laws. In the first place, there 
are in many such laws restrictions on the forms of business 
in which banking companies may engage, as in Canada, 
Denmark, and the United States of America. Secondly, 
there is usually a provision for a minimum capital, which 
may either be an absolute amount or may be based on the 
deposits of the bank or the population of the city or town 
in which the bank operates. There are such restrictions in 
Belgium, Canada, Denmark, Norway^ South Africa, Sweden, 
Switzerland and the United States of America. Thirdly, 
there are regulations with regard to the maintenance of an 
adequate amount of cash or liquid assets (apart from the 
balances maintained, where required, with the central bank) 
as in Belgium, Denmark, South Africa, Sweden and Switzer¬ 
land. Fourthly, in certain countries there is also some form 
of control on the opening of new banks or the opening of 
branches by existing banks as will be seen from the banking 
acts of Australia, Canada, Norway, Sweden and the United 
States of America. Fifthly, there is provision for periodical 
inspection by Government or other authority, of the books 
and accounts of banks as in the United States of America 
and Canada. Lastly, the commercial banking laws in various 
countries almost invariably provide for the submission of 
periodical statements and balance sheets by banks either to 
the Government or the central banking authority. 

Existing Legislation in India 

Art I! ±« e k" P ass . in S ° r ‘ he Indian Companies (Amendment) 
Act, 1936, banks in India were governed in all important 

Allen an^en“ tly ° n ' C ° mm " cial Legislation and Control’ by 
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respects such as incorporation, organization, management, 
etc., by tlie Indian Companies Act which was common to 
banking as well as non-banking companies. There were, 
however, a few provisions in the Companies Act which dis¬ 
tinguished banks from other companies such as section 4 
which prohibited a partnership exceeding ten in number 
from carrying on the business of banking unless it was re¬ 
gistered as a company, section 32 which required, under 
Form E in the Third Schedule prescribed under that section, 
that banking companies should submit a list of all their places 
of business to the Registrar along with the annual list of 
members, etc.. Section 132 and the Form F prescribed there¬ 
under which exempted banking companies from the obliga¬ 
tion to show the provision made for bad and doubtful debts 
which had to be shown in the balance sheet in the case of 


other companies, Section 136 which required limited banking 
companies to make a statement in Form G in the Third 
Schedule every half-year, Section 138 which empowered the 
Local Government to appoint inspectors to investigate into 
the affairs of banking company on the application of members 
holding not less than one-fifth of the shares issued, the pro¬ 
portion in the case of other companies being one-tenth of the 
shares issued, and Section 145 which provided that if a bank¬ 
ing company had branches beyond the limits of India, it should 
be sufficient if the auditor is allowed access to such extracts 
or copies of accounts of the branches as have been transmitted 
to the head office of the company in British India. The 
amendments to the Indian Companies Act passed in 1930, 
by adding a separate Part XA relating to banking companies 
alone to that Act. drew a clear distinction for the first time 
between banking and non-banking companies. 1 he new 
Section 277F which was introduced by the Amending Act 
defined a “banking company” as “a company which carries 
on as its principal business the accepting of deposits of money 
2 current account or otherwise subject to withdrawal by 
cheque draft, or order” notwithstanding that it engages 
in addition in one or more of the forms of business sped tc 
Z sub-paragraphs (1) to (17) of that Section. As already 

mentioned above, Part XA of the Companies Act was base 
oil the recommendations of the Central Banking q 
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Committee and contained some of the essentials of a banking 
code. Apart from the definition of banking company, its 
principal features were : (/) a provision limiting banking 
companies from carrying on business other than banking 
proper [Section 277G (2)] ; (/V) abolition of the managing 
agency system in respect of banks by providing that no bank¬ 
ing company shall employ or be managed by a managing 
agent other than a banking company for the management 
of the company ( Section 277M) ; <7/7) a provision for a mini¬ 
mum paid-up capital of Rs. 5o,ono for banks incorporated 
after the 15th January 11)57 ('Section 2771) ; (iv) prohibition 
of charge on unpaid capital (Section 277J); (/■) provisions 
for the maintenance of reserve funds and cash reserves by 
non-schedulcd banks (Sections 277K. and 277L); (vi) restriction 
on the natureof subsidiary companies and prohibition on the 
holding of shares in any company, except a subsidiary com¬ 
pany, whether as pledgee, mortgagee or absolute owner, of 
an amount exceeding *10 per cent of the issued capital of the 
company; and (vii) provision for a moratorium by the Court 
for banks temporarily unable to meet their obligations. 

The above amendments, combined with the provisions 
of the Reserve Bank of India Act relating to scheduled banks 
which had come into effect earlier in July, 1955, placed bank¬ 
ing in India on sounder basis than ever before. In a short 
time, however, the limitations of the Amending Act of 1956 
began to manifest themselves. The definition of a banking 
company gave rise to administrative difficulties in determining 
whether a company was a “bank” or not. Out of about 1,421 
companies operating in British India in 1958 which could be 
regarded as non-schedulcd banks only 672 submitted the returns 
required under Section 277 (L) of. the Companies Act, the 
others claiming for various reasons that they did not fall 
withm the definition of a banking company set out in Section 
tion -77F. 1 The provisions of the Amending Act thus 
proved inadequate and difficult to administer. Further 
the banking crisis in South India in 1958 drew attention to 

desirability of enacting comprehensive legislation for the 


1 Reserve Bank of India : Proposals for an Indian Bank 


Act, 1939, page !♦ 
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protection of the depositor. The Central Board of the 
Reserve Bank of India therefore gave their earnest considera¬ 
tion to the problem and submitted to the Government of India 
in November 1939 certain proposals for legislation in the form 
of a Draft Bill. The main features of the Bill were as follows; 
In the first place, an attempt was made to provide a simple 
definition of banking, the term having been defined as “the 
accepting of deposits on current account or otherwise subject 
to withdrawal by cheque.” Secondly, the proposals sought 
to ensure that institutions calling themselves “banks” had a 
sufficiently large paid-up capital to enable them to operate 
on a scale large enough to make it possible for them to make 
reasonable working profits. Thirdly, the Bill proposed 
certain moderate restrictions on bank investments in order 


to protect the depositor. Lastly, certain provisions were made 
for expediting the liquidation proceedings so that if a bank 
failed the depositors would get what was left with the minimum 
delay and litigation expenses. In view of the abnormal 
conditions created by the war, however, Government decided 
not to undertake detailed legislation for the time being, but 
they undertook certain interim measures to reinforce the 
administration of the Indian Companies Act in regard to 
banking companies. Accordingly, the Indian Companies 
(Second Amendment) Act was passed in 1942 according to 
which a proviso was added to Section 277F to the effect that 

any company which uses as part of its name the word bank , 

“banker” or “banking” shall be deemed to be a banking com¬ 
pany, notwithstanding the fact that the acceptance of deposits 
on current account or otherwise subject to withdrawal by 
cheque, draft or order, is not the principal business of the 
company. In 1943, the Bombay High Court decided that 
the Government’s Notification dated the 16 th January » 
granting exemption to banking companies from showing m 
the balance sheet the provision for bad and doubtful e ts 
•was vitro vires ; as a sequel to this decision, the Indian orm- 
panies (Amendment) Act, 1943, was passed under which Form 
in the Third Schedule was specifically amended to enable 
banks to omit the “Provision for Bad and Doubtful Debts 
on the liabilities side of the balance sheet and to dedu 
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“Book Debts’* on the assets side those bad and doubtful debts 
for which provision had been made to the satisfaction of the 
auditors. 

During 1942 and 1913, mainly as a result of war-time 
inflationary conditions and controls, a number of new banks 
were floated, and the capital structure and the terms of mana¬ 
gerial appointments of some of them showed highly undesir¬ 
able characteristics. The Indian Companies (Second) Amend¬ 
ment Act, 1941, was therefore passed adding a new Section 
277HH to the Companies Act, and amending Section 
2771. Under Section 277HH, no banking company can 
employ or be managed by a managing agent or any person 
whose remuneration takes the form of a commission or 
share in the profits of the company or any person having 
a contract with the company for a period exceeding five 

years. The Section, however, provides that a contract for 

employment may be extended foi a further pciiod not ex¬ 
ceeding five years so often as the directors think fit. Sec¬ 

tion 2771, as amended, provides, inter alia, that no banking 
company incorporated after the 15th January 1937, shall 
carry on business unless the subscribed capital of the company 
is not less than half the authorized capital, and the paid-up 
capital not less than half the subscribed capital and unless 
the capital of the company consists of ordinary shares only 
or ordinary shares and such preference shares as may have 
been issued before the commencement of the amending Act. 

u u Vt u CT r f q y ,res that the votin S nghts of all shareholders 
shall be strictly proportionate to the contribution made by 

the shareholder to the paid-up capital of the company. These 

provmons and more so the promulgation by the Government 

of the Order relating to the Control of Capital Issues in 1943 

helped to check the growth of mushroom banks. 

Revival of the Reserve Bank’s Proposals 

attend™ K the faV 0 T b i C turn in the war situation in 1944 

in the n b 7 Sa “ t0 bC devotcd t0 Problems that would arise 
n the post-war period. In order to conserve the progress. 

made in India during the war years in the sphere of banking. 
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and more particularly the striking growth in resources and in 
the number of banking offices, and to provide against any 
possible rcpurcussions in the post-war era, it was necessary 
that comprehensive legislation should be enacted as early 
as possible. The Central Board of the Bank reviewed their 
proposals for banking legislation made in 1939 in the light of 
subsequent developments and experience and submitted to 
the Government an enlarged Banking Bill. This Bill, after 
examination by Government, was introduced in the Legisla¬ 
tive Assembly by the Finance Member on the 14th November 
1944. The main additional provisions contained in this 


Bill, as compared with the Reserve Bank’s Draft Bill of 1939, 
were as follows : ( i) The Bill placed a definite prohibition 
on trading by banks and required that any non-banking 
asset acquired by a bank in satisfaction of its claims in the 
course of banking business should be disposed of in a specified 
period, (ii) Profiting by the experience of bank failures in 
India, the Bill imposed a prohibition on the grant of unsecur ed 
loans to directors of banks, their firms, and companies. (iii) 
The Bill provided for a system of licensing banks incorporated 
outside British India or the United Kingdom, one of the 
factors to be taken into account by the licensing authority 
before the grant of the licence being whether the applicant 
bank was incorporated in a country, the Government or law 
of which did not discriminate against banking companies 
registered in British India. Banks already carrying on bank¬ 
ing business in British India before the commencement of the 
Act were exempted from the licence, (iu) In order to fill t e 
lacuna in banking statistics, the Bill provided for the sub¬ 
mission of monthly statements of assets and liabilities of banks 
to the Reserve Bank as also half yearly statements regarding 
the classification of their advances and investments in respect 
of industry, commerce and agriculture, (v) A provision 
was also made for a return of unclaimed deposits to be su - 
mitted to the Reserve Bank, somewhat on the lines of that 
contained in the banking acts of Canada and Aus ' 
hi) The Bill prescribed a special form of balance sh 
profit and loss account for aU banking companies operatmg 
in British India, whether incorporated in British W 
outside, (vii) The Central Government were authorized. 
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under certain circumstances, to direct the Reserve Hank to 
inspect the books and accounts of any banking company 
and make a report thereon to the Government, (viii) A pro¬ 
vision was also made for the appointment of the Reserve 
Bank as Official Liquidator in relation to the winding up by 
Court of a banking company. A motion for the circulation 
of the Bill for eliciting public opinion was adopted by the 
Legislative Assembly on the 1 Oth November 15111. During 
the Budget Session of 10-15, the House adopted the Finance 
Members motion to refer the Bill to a Select Committee.’ 
The meetings of the Committee were scheduled to be held 
in October 1945, but owing to the decision of the Governor 
General not to extend the period of the continuance of the 
Legislative Assembly beyond the 1st October 1915, the proposed 
meetings were cancelled and the Bill lapsed. Although 
detailed legislation was thus postponed indefinitely. Govern¬ 
ment assumed certain powers provided in the Bill by pro¬ 
mulgating the Banking Companies (Inspection) Ordinance, 
194G, which empowered the Government to direct the Re¬ 
serve Bank to carry out the inspection of the books and accounts 

of any banking company and report thereon to the Central 
Government. 


The Banking Companies Bill, 1910 
194 ^'n' th nn CSh c ! cclions to thc Central Legislature in 

d° mp T ics "• "*«. - 

OH 944 with .£&£££ the 332 

received on that measure. Most of thc changes made were 
minor character, designed to tighten up or clarify the 
provisions of thc original Bill of 1914, but there were also a 

mLoTotr T ‘'r' ‘elating to ’the restrieti^u on com- 

and the annf 1C e °r f c a bank s s,lares > the trial of offences 
and an appll ^ at,0n of fines imposed under the proposed Act 

Lla Ac t m rda^mfh SeCt r 4 ' 2(6) ° f thc Bank of 

from the SecondSchedu™ to*'° fbanks 

Commi "“ was adopted 

1 Legislative Assembly Debates, l, lh Aprjl , ,„ 45>p . , m 
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on the 11th April 1946 but owing to constitutional develop¬ 
ments this Committee could not meet until after the close of 
the autumn session of the Assembly. In the meantime, in 
order to regulate the expansion of branch banking which had 
shown certain undesirable characteristics such as an undue 
concentration of banking oflices in the larger cities, a mushroom 
expansion of branches by several small banks involving 
capitalized expenditure beyond the resources of the banks, 
payment of high rates of interest on deposits, etc., the Govern¬ 
ment decided that the provision in the Banking Companies 
Bill relating to the control on the opening of branches should 
be enacted in advance of the main legislation. The Banking 
Companies (Restriction of Branches) Act, 1946, was accord¬ 
ingly passed during the 1946 autumn session of the Legislature 
requiring banking companies to obtain the permission of the 
Reserve Bank before opening new branches or changing the 
location of existing branches. The Act also provides that 
before giving such permission the Reserve Bank may require 
to be satisfied as to the financial condition and history ol the 
company, the general character of its management, the 
adequacy of its capital structure and earning prospects and 
whether or not public interest will be served by the opening 
or the change of location ol the branch. 

The meetings of the Select Committee on the Banking 
Companies Bill, 1946 were held from the 21st to the 29th 
November 1946, the 13th to the 20 th January 1947 and on 
the 8th February 1947. During its sittings in November 
1946, the Committee examined 17 witnesses, most of whom 
were representatives ol the various banks. The report of tie 
Committee was presented to the Legislative Assembly by 11C 
Hon. Finance Member on the 17th February 1947 and it is 
expected that the Bill will come up for final disposal at the 
earliest, during the current Budget Session. I he Bill, as it 
has emerged from the Select Committee, would appear to 
be a comprehensive and well balanced measure, and even at 
the risk of repetition, it may be desirable to indicate some o 

of its principal features. 
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The Ranking- Companies Bill as Amended 
by the Select Committee 

The Select Commillec made several < hangrs in the Bill, 
the chief of which are given below : 

(i) The original Bill defined “banking ’ as “the accepting 
of deposits repayable on demand." The Committee were 
not satisfied with this brief definition and after studying tin- 
definitions given by Halsbnry and other authorities, 1 have 
suggested the following definition. '■Banking" means the 
accepting, lor the purpose of lending or investment, of deposits 
of money from the public, repayable on demand or otherwise, 
and withdiawablc by cheque, draft, order or otherwise. 
Further, in order to prevent the use of demand deposits for 
long-term lending or for capital expenditure, the Committee 
have added a new clause piohibiting companies other than 
banking companies from accepting deposits repayable on 
demand. I he difficulties of evolving a satisfactory legal 
definition of banking arc very great, and although there are 
legal definitions in the Argentine, Belgium, Norway and South 
Africa, none of them can be regarded as quite suitable under 
Indian conditions. It is therefore to be hoped that the 

definition evolved by the Select Committee will be found 
generally acceptable. 

in) The Bill places new restrictions on the managers 
and managing directors of banking companies, in addition 
to those contained in Section 277HH of the Indian Com¬ 
panies Act which will be repealed by the proposed Act It 
IS provided that no banking company shall be managed by 
a person who is engaged in any other business or vocation 
• n r ; V '°® remuneration is on a scale disproportionate, accord- 
ng to the normal standards prevailing in banking business 
to the resources of the company. The latter provision was 
already contained in the 1044 Bill, but the Select Committee 
have added a sub-clause to the effect that if any question 
rises in any partic ular case whether the remuneration is 

‘CompaSMU,'pap ; mbly : Rep ° rl ° f lh ' Commits on u,c Bautin 
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disproportionate or not, the decision of the Reserve Bank 
thereon shall be final. A new clause has also been added 
prohibiting a banking company incorporated in India from 
having as a director any person who is a director of another 
banking company. 


(iii) The Committee have amended the clause relating 
to minimum capital requirements for banking companies. 
Excepting that they have adhered to a minimum paid-up 
capital and reserves of Rs. 5 lakhs for banks operating in 
Bombay or Calcutta or both, they have given up the popula¬ 
tion basis and replaced it by one based on a territorial range 
of a bank’s activities, and have introduced the conception of 
‘‘regions” or “areas” contained in Section 4 of the Reserve 
Bank of India Act. The minimum paid-up capital and 
reserves for a bank having only one office except at Bombay 
or Calcutta is now Rs. 50,000, and the capital requirements 
increase with the number of branches of the bank and the 
“area” or “areas” in which it operates, the overriding minimum 
for a bank incorporated in British India being Rs. 15 lakhs. 
For banks incorporated outside British India a minimum 
paid-up capital and reserves of Rs. 15 lakhs has been pres¬ 
cribed, apart from the additional Rs. 5 lakhs for offices in 
Bombay and Calcutta. Banks incorporated outside British 
India have to deposit cash or approved securities with the 
Reserve Bank of an amount equivalent to the minimum 
capital requirements, but the banks in Indian States have een 
exempted from keeping such deposits. 


In order to piescnt an undue concentration of voting 
power in the hands of a few persons, a new sub-clause has 
been in-corporatcd in the clause limiting the voting rights of 
any shareholder to one tenth of the total voting rights. 


fnO In view 0 r the tendency noticed among certain banks 

to declare dividends before writing off their 

penscs a new clause has been inserted by which banking 

companies are sought to be prohibited ta p 
dividend on their shares until all their capitalized expenses 

are completely written off. 
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(v) As mentioned above, the Banking Companies Bill 
of 1944 sought to prohibit grant of unsecured loans to 
banks’ directors, their firms and companies. It was pointed 
out by several banks that this clause interfered with legitimate 
banking business 1 and a compromise was arrived at in the 
Committee under which while unsecured loans to directors, 
their firms and private companies arc prohibited. In the case 
of loans to public companies in which the directors of the bank 
are interested as directors or managing agents, it has been 
provided that returns should be submitted every month to the 
Reserve Bank and powers have been given to the Reserve 
Bank to impose restrictions on such advances if it appears to 
the Reserve Bank that such advances arc being granted to 
the detriment of the interests of the bank’s depositors. 

(w) The clause relating to licensing has been altered 
so as to require every banking company to take out a licence. 
A power of appeal to the Central Government has been given 
to a bank aggrieved by the cancellation of its licence. 

{vii) The clause relating to inspection has been redrafted 
somewhat on the lines of the Banking Companies (Inspection) 
Ordinance, 1946, and it has been provided that the Reserve 
Bank may, at any time, or on the direction of the Central 
Government, inspect a banking company. The Reserve 
Bank is required to furnish the bank inspected with a copy of 
the inspection report. 

(viii) A new clause has been added to the Bill enlarging 
the powers and functions of the Reserve Bank in relation to 
banking companies. The clause empowers the Reserve 
ank to caution and advise banking companies, to assist them 
as intermediary in proposals for amalgamation and to grant 
loans to them under a new amendment which the Bill proposes 
to Section 18 of the Reserve Bank Act. The proposed 
amendment to the Reserve Bank Act is significant inasmuch 

vanep^fh CS l he w escrve Bank in emer 8 enc ies to grant ad- 
vances to a banking company against “any security the 

Bill, p'm'"" brfore thc Sd “< °n «he Banking Companies 
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Bank may consider sufficient.” In recent years it has been 
generally recognised that central banks should not be hampered 
bv legal restrictions in giving assistance to banks and the 
proposed amendment follows the lines of Section 10(6) of the 
Federal Reserve Act of the United States of America. 


The new clause incorporated in the Bill by the Select 
Committee enlarging the powers of the Reserve Bank also 
authorizes the Bank to call meetings of directors of a banking 
company for considering matters arising out of an inspection 
report or for meeting an officer of the Reserve Bank to disucuss 
such matters and also empowers the Bank to direct changes 
in the management of a banking company if indicated on an 
inspection. Furthermore, the clause requires the Reserve 
Bank to submit to the Central Government an annual report 
on the trend and progress of banking in the country and to 
appoint such staff as it may consider necessary for the scrutiny 
of the returns and statements furnished by banking companies 
and to ensure the efficient performance of its functions under 
the proposed Act. 


( ix ) The Committee considered it necessary that the 
Imperial Bank of India should be brought within the scope 
of the proposed legislation and have accordingly inserted a 
clause under which certain provisions of the proposed Act 
not covered by the Imperial Bank ol India Act would be 
applicable to that Bank. 


( x ) As stated in the Notes on Clauses to the Bill, the 
Bill is confined to companies carrying on the business of bank¬ 
ing. The Select Committee desired to extend the scope of 
the Bill to partnerships and individuals carrying on banking 
business, commonly known as “indigenous bankers, but were 
advised that there were constitutional reasons against such 
an extension of its jurisdiction. It would appear that under 
the Government of India Act, 1935, the powers of the Centre 
to legislate in respect of banking arc restricted to corporations. 
The Committee, however, desired that the question should 
be further examined with a view to introducing subsequent 
legislation, extending the provisions of the Bill to other ban ing 

concerns. 
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Conclusion 

It will be seen that the Bill as it has emerged from the 
Select Committee is a comprehensive measure,and when enacted 
and worked in a proper spirit of co-operation, should help 
to lay the foundations of a sound banking structure in India. 
It may, however, be stated that evolution of sound banking is 
not merely the result of banking laws but depends essentially 
on good bankers. It is hardly necessary to say that good and 
honest bankers cannot be produced by legislation but rather 
by proper methods of selection, training and promotion. 
Nevertheless, a comprehensive banking law can help tie- 
growth ol sound banking traditions, which alone can ensure 
that banking plays its rightful part in the economic and in¬ 
dustrial regeneration of the country. 


M. S. j\(idlarni y .\f.. I., *« an .In istanl (.'hitj Officer in the 
Banking Operations Department of the Reserve Rank o) India, Bombay. 



STOCK EXCHANGE AND CAPITAL MARKET 

IN INDIA 

By 

H. T. Parekh 


The effect of war on the capital market has been perhaps 
more far-reaching than its effect on other aspects of Indian 
economy. Both demand for and supply of capital rose 
manyfold. War necessitated public borrowing on an un¬ 
precedented scale. From just under Rs. 1,200crores in 1937- 
38 the Public Debt increased by over Rs. 1,000 crores. 
The supply was possible because of rising national money 
income due to war-time stimulus to industry coupled with 
monetary inflation which has always been potent weapon of 
war everywhere in the world. Scheduled banks' total 
deposits during the last seven years have gone up from Rs. 234 
crores to nearly Rs. 1,000 crores. Similarly notes in circula¬ 
tion which were Rs. 192 crores in 1939-40 stood at Rs. 1,218 
crores at the end of 1945-46. The following figures of sub¬ 
scriptions to Indian Defence Loans including small savings 
during war years reveal the growing magnitude of the supply 
of capital which helped financing the war. 


(in crores of rupees) 


1940-41 1941-42 1942-43 1943-44 1944-45 1945-46 


85 


64 


100 


341 


266 


376 


Investments in Central Government Loans during 1945-46 
reached the record figure of Rs. 376 crores. Small savings 
alone in the form of Post Office Savings, National Savings 
Certificates, etc., stood at Rs. 220 crores at the end of 1 .4a-40 
as against 108 crores in 1940-41. Net investment during 
1945-46 exceeded Rs. 60 crores showing the potentiality o 
small savings movement. These figures show how thccapUa* 
market was dominated by war requirements since 194U. 
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Resources of the capital market have grown tremendously 
tis a result of the war. The market canalised them for war 
purposes. In the process free flow of capital gave way to 
various control measures calculated to divert capital into 
required channels. Excess Profits Tax set a limit to rising 
industrial profits. Provisions relating to voluntary, and later 
compulsory deposits of a portion of these profits diverted them 
to swell Government balances. 


In May 1943 with the introduction of Control ofCapit.il 
Issues by Government flow of new capital was severely re¬ 
gulated. The objects of the Control were to prevent the 
establishment of those industries which did not assist in the 
production of essential war or consumption goods and to check 
the growth of mushroom companies. 

The control passed through several phases. From May 
1943 to May 1944 long-range schemes were discouraged with 
exceptions in suitable cases and subject to the condition that 
the money would be invested in defence loans or other new 
Government securities and kept so invested until it could be 
spent for the intended purposes. A relaxation was made in 
April 1944 when the Government of India decided to allow 
issues of capital for long-range schemes even if they w'crc 
still in an indefinite form, out of the consideration that in¬ 
dustrial development in the immediate post-war years would 
be facilitated if companies with adequate amount of capital 
at their disposal are already in existence. After the end of 
the Japanese war in August 1945, the Government granted 
an exemption in favour of any issue by a company, other than 
a banking and insurance concern, for an amount not exceeding 

Rs. 1 lakh. In December 1945 the exemption figure was 
raised to Rs. 5 lakhs. 


Available figures indicate that in 28 months (till the end of 
the war in September 1945,) 4,660 companies applied for an 
aggre g a, c issue of Rs. 385 crores. Consent wis given to 
3, <84 companies involving a total capital of Rs. 260 crores 
and const.tut.ng 81% and 67% respectively of the number of 
compan.es and the amounts applied for. Outright refusals 

L ' ‘ - 


\ 



•201 


PAPERS IN ECONOMICS 


numbered 870 (18-8%) for an amount of Rs. 89 crores 
(23 • 2%) involving 250 companies (for Rs. 23 crores) in the 
case of industrial issues, and 020 companies (for Rs. 05 crores) 
in the case of non-industrial issues. In respect of the amount 


sanctioned the percentge of consents to applications was the 
highest in the industrial group, namely 82% as contrasted 
with 52% in the non-industrial group. Of the consents, 
industrial issues numbering 1,700 account for an amount 
of Rs. 100 crores. In the non-industrial group 883 financial 
companies such as banks, insurance companies, etc., asked 
for consent to issues amounting to Rs. 122 crores of whom 503 
concerns secured permission for floatations ofRs. 50 crores. 


As regards distribution between short and long-range 
schemes 9-1*7% of applications or 75% of the amount asked 
for relate to immediate schemes. In the immediate class the 
non-industrial group is more important while in the long- 
range category tho industrial group is the most important 
accounting for 90% of the number of companies and the 
amount sanctioned. 


When we put side by side the figures of new capital 
flowing into Government Loans and Industrial issues interest¬ 
ing light is thrown on the behaviour our capital market during 
the war period. In three years between March 1913 and 
1940 over Rs. 980 crores of capital was raised by Government, 
while only Rs. 250 crores were raised by private industry in 
28 months of which 50 crores were for finance companies. 
Industrial development was a poor second, more so when it 
is remembered that the bulk of the new industrial capital was 
to be locked up in Government Loans pending availability of 
capital goods. In short, not only industrial development was 
neglected but control of capital issues both negatively an< 
positively facilitated Government borrowing for war. 

The tempo of new capital issues quickened in the post¬ 
war period while Government borrowing fell off. During 
the nine months from October 1945 to June 1946, 89/ com- 
panics applied for a capital i-sue of Rs. 21)9 crores. Consent 
was given to 678 companies involving a capital of Rs. 
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crores, as against the capital issue ol Rs. 200 crorcs in the 
previous 28 months. Further details are given by sub-dividing 
the amount sanctioned into three categories, namely, main, 
financial and other industries. The first covers expenditures 
on new factories, etc., while the ‘•financial” group includes 
issues which do not cover addition to new productive capacity 
beyond what is possible with funds already at the disposal 
of a company in the shape «»f‘bonus shares, etc. The third 
category deals with subsidiaiy industries and enterprises. 
Weekly figures arc published for new capital issues sanctioned 
after June 194G with the names of companies in whose favour 
sanction has been accorded. This is a great improvement. 
Statistics relating to recent weeks show considerable increase 
in new issues. In January, February and the first three weeks 
of March 1947 sanctions obtained approximate fifteen crorcs 
of rupees a month. In the last week of March alone sanction 
for Rs. 25 crorcs has been given. At this rate the annual 
figure would come to somewhere between Rs. 200 and 
Rs. 250 crorcs. All those who obtain the sanction arc 
not necessarily able to raise the required capital. Unfortun¬ 
ately, figures of actual capital raised are not available. If is 
necessary to obtain and publish this information periodically. 


On the other hand actual public borrowing during 191G- 
47 went down to Rs. 112 crores against budget estimate of 
Rs. 250 crores. The budget estimate of borrowing for the 
year 1947-48 has been further reduced to Rs. 150 crores. 
Between public borrowing and industrial issues new capital 
raised since the war can be roughly estimated at Rs. 400 crorcs 
per year. 


II 

So much for the growth of resources of the capital market. 
This newly earned wealth has made old investors, both in¬ 
stitutional and private, more powerful. It has also given rise 
to a mass of new investors who are small as well as large and 
individuals as well as corporations. Banks and insurance 
companies for the most part constitute this new class. In¬ 
dustrial prosperity revived public .interest in old scrips as well 


206 


PAPERS IN ECONOMICS 

as in new share issues. These facts have combined to give 
the Stock Exchange a new importance in Indian economy. 
Turnover on the old Stock Exchanges of Bombay, Calcutta 
and Madras became enormous compared to pre-war standards. 
New Stock Exchanges have arisen at Lahore, Delhi, and 
Hyderabad (Dn.) and broking firms have cropped up in many 
principal towns of the country. 

Even before the war Indian states played an important 
part in the economic development of their own areas by 
supplying whole or part of the capital and giving other facilities 
such as cheap power, land, etc. Mysore and Hyderabad 
serve as examples of this category of states. This lead has been 
1^\ t he r s such as Travancore in recent years. What 
is of greater significance is the fact that Provincial Govern¬ 
ments arc now coming forward to take a share in new indus¬ 
tries or companies, either individually or in partnership with 
neighbouring States or with the Central Government. For 
both the Travancore state and the Government of Madras 
contributed to the capital of the Travancore Fertilisers Ltd., 
floated some years back. The co-operation of Hyderabad 
and Madras in the proposed Tungabhadra project is another 
example of the common determination to achieve economic 
prosperity. 

The support of states and governments for raising large 
capital is particularly necessary in this country because of 
the absence of underwriting houses who can take up such 
risks. Today underwriting has been mostly done by brokers 
who have so far done the job well. Occasionally commercial 
banks have come forward and underwritten new issues. As 
for instance the Central Bank of India Ltd. underwrote 
issues of the Amrit Oil Mills and of the Hind Textiles, while 
the Bank of Jaipur underwrote the capital of the Estrella 
Batteries. The number of large investment trusts in exis¬ 
tence today docs not exceed ten ; only a few of these 
underwrite industrial issues. 

So long as banks underwrite such risks in a small way 
and cautiously this tendency is helpful to industry, particularly 
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•when specialised institutions for such work do not exist. I'lic 
Central Government’s plan to start an Investment Corporation 
with a capital of Rs. f> < cores carrying Government 
guarantee and which will be subscribed to by the Government, 
the Reserve Bank, the other banks and the insurance companies 
in co-operation is a welcome step, but somehow the plan is 
in abeyance at present. 

Another noteworthy feature of our capital market which 
might grow in importance is the existence of the Indian 
State Loans of Mysore, Hyderabad, Bhopal, Travancorc, 
etc., and of the Provincial Governments of Bombay. Madras, 
Punjab, etc. Many of these are issued after they are under¬ 
written by banks and brokers. With the present tendency to 
insist on more powers for the provinces in the new constitutional 
set up and as the need for capital for local development grows 
and as the plans for nationalization of public utilities and other 
industries materialise these local gilt-edged issues might play 
an increasingly important role in our capital market. 

The one lcsult of all the increased activities is that the 
market is no longer narrow. One or a set of individuals 
cannot easily manipulate prices and control the market as 
he used to do before the war. It has become more broad- 
based like the London and New York Stock Exchanges. It 
is true that our stock exchanges do not offer the vast variety 
of investments available on those exchanges which is but a 

reflection of the advanced stage of economic progress of those 
countries. 


Ill 

A brief review of the working of the Stock Exchange 
during the war years would not be out of place to show how 
this situation has come about. 

During the first phase of the war from September 1939 
to May 1940 the commodity as well as stock markets were 
dominated by a wave of speculation. It was based on the 
behef that war demand means soaring prices while the 
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economy was not yet geared to war purposes. Tata Deferreds, 
for example, were quoted at Rs. 1,300 on 25-7-1939 and at 
Rs. 2,332 on 5-1-1940. But German Victory and the imposi¬ 
tion of Excess Profits Tax pricked the bubble. The boom 
collapsed. The second phase of depression continued from 
May 1910 for almost a year. The crisis on the stock exchange 
was a part of the severe crisis experienced by all the markets. 
The manner in which the stock exchange authorities met the 
crisis and the steps they took to restore order does them great 
credit. In May 1940 values were collapsing so rapidly that 
on the 22nd of that month the authorities decided to close the 
Exchange for 24 hours. Special sanction was obtained from 
the Government for the purpose. Forward trading was 
suspended sine die. The Board of the Exchange made it 
obligatory on its members to carry all outstanding forward 
business at buyer’s option. The Board fixed prices and in¬ 
terest charges at every monthly settlement. On June 14 
minimum prices were fixed for scrips on the forward list and 
cash dealings were permitted in them. This measure was 
necessary to check further decline and to stabilise the market. 
It resulted in two quotations for forward scrips, one in cash 
and the other in forward. The condition of the forward 
market was still precarious as it carried a large dead-weight 
of speculative purchases. According to official figures the 
value of all outstanding forward transactions in June 1940 
settlement was over Rs. 11 crores of which Rs. 9 crores related 
to five leading scrips. Transactions in Tata Ordinaries 
and Tata Deferreds amounted to Rs. 7j crores *>., r,rd of the 
total. Actual number of outstanding Tata Ordinaries was 
over 1,00,000 and of the Deferreds over 20,000. 


Forward trading remained suspended for over three 
months till October. Meanwhile confidence was returning. 
On the 9th October the minimum prices were withdrawn and 
restricted forward trading was permitted from the December 
settlement The conditions of restricted forward trading were, 
d) Fresh purchases could be made, (2) sales could be made 
against outstanding purchases; but (3) no short sales were 
allowed. This measure reduces the volume of outstanding 
business to the extent deliveries arc taken by those w 
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make fresh purchases. More healthy conditions would be 
restored to the extent weak holdings were liquidated. Price 
could not be hammered down by short sellers. The Board 
of the Stock Exchange were justified in devising ways and 
means which favoured the bull and descriminated against 
the bear in order to give relief to those in difficulty. In De¬ 
cember 1940 the value of outstanding position was reduced 
to half i.e.j Rs. crores. 


Once the crisis was past a more permanent solution had 
to be found out. The alternatives were either the restoration 
of free unrestricted forward trading or its entire suspension 
for the duration of the war. The first was ruled out under the 
prevailing circumstances. Government whose sanction was 
essential had definitely set itself against reopening forward 
market during the war. Government were insisting on closing 
the forward section while the Stock Exchange authorities 
were opposed to that course. All through 1941 sentiment 
was improving. Cash dealings in scrips on the forward 
bst.facilitated easy buying or selling. Alongside, these scrips 

contract? ° fthe limited outstanding 
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was responsible for slump in prices. The Economic Adviser’s 
indices of variable industrial security prices which stood at 
150 (1927-28=100) in December 1941 dropped to 120 in 
the middle of 1942 and then recovered to 145 by the end of 
the year. Tata Deferreds fell from Rs. 2,332-8 on the 3rd 
December to Rs. 1,600 on the 16th December (minimum), 
to Rs. 1,522 (the new minimum) on the 16th February and 
to Rs. 1,265 on the 27th March after removal of minimum 
price restrictions. Cash quotation dropped to Rs. 1,090 on 
the 16th April when the forward rate was Rs. 1,255. In 
July the remnant of forward business still outstanding amounted 
to only Rs. 1*6 crores, which included 4,000 Tata Deferreds 
and 10,000 Ordinaries. Time was opportune for finally 
putting’an end to forward trading. In July it was 
announced that all outstandings must be cleared so that as 
from the October settlement forward section would cease 

to exist altogether. 


From 1943 the fourth phase of rising prices set in and 
continued till the middle of 1946. The indices have been 
steadily rising and stood at 314 in August 1946. This has 
been the period of general inflation, mounting war expenditure 
and rapidly improving war situation resulting in victory and 

the post-war boom. 

Gilt-edge prices moved similarly, being chiefly influenced 
by war news. 3J% Paper dropped to Rs. 81 soon after.t e 
declaration of war but it recovered and touched Rs. 84 twice 
in 1940 and 1942 when France collapsed and Japan advanced 
■ India. On 2nd March, 1942, minimum prices were 
fT rd and dealings below tljpse prices were prohibited by a 
razette Extraordinary of the Central Government. Despite 
h a sharp decline the Government security prices mo 
" . ilv high er because of the official decision to pursue cheap 
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obtained as the longest-dated loan in 1940. The end of the 
war meant no difference to the gilt-edged market. The 
logic of cheaper money was carried a stage further. In 
August 1945 the short-dated 2.J-% 1950 was floated. This 
was followed in January 1940 by the issue of 2 : J % loan to 
mature in 19G0. The stage was thus set for the most mo¬ 
mentous announcement in the history of the Indian gilt- 
edge market. On May 24th the Government notified that 
the whole of the 3j% Paper amounting to Rs. 281 -8 crorcs 
will be repaid at par on 10th September 1940. From 15th 
August to 10th September the holders were to have the option 
of converting their holdings into 3% conversion loan of 191G 
redeemable at par not earlier than 1980 or 2 : }% 1970 loan 
issued at Rs. 99. ' 


The working of the gilt-edge market during the war 
shows how the technique of achieving and maintaining cheap 
money was perfected. The scope of open market operations 
has greatly widened and now includes sale of new loans on 
tap from time to time at rates which the authorities consider 
proper. Public issues of new loans were so arranged that the 
market was continuously supplied with new loans all the 
year round to suit the needs of different classes of investors who 
require short, medium, as well as long-dated loans. 


was H ® bsel ' ved that an upward trend set in 1943. It 
promulgated an Ordinance under the oTfcncTof SuST 
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Government order was based upon the wrong assumption 
that limiting delivery period would act as a brake on specula¬ 
tion. The machinery ofcarry-over known as “badla” operates 
to finance speculation and apart from a little inconvenience, 
it is relatively immaterial whether the period of settlement is 
a week, a fortnight or a month. Interest charged is adjusted 
to delivery period. Nor can a formal decree banning the 
“badla” be easily enforced. Large private finance circulates 
on the Exchange for this purpose and so long as speculators 
offer an attractive rate of interest there is no easy way of 
eliminating it. The line between investment and speculation 
is so fine that no amount of paper rules can be effective. 
Gambling is undesirable but such activity is widespread and 
not peculiar to the Stock Exchange. No rules are adequate 
enough to correct such an activity. Nor will people refrain 
from such indulgence when times are propitious and external 
factors such as war and inflation are the dominating causes. 
As a rule it is best to leave the market to its own forces and 
correctives. Tampering with the market can hardly do any 
good. 

Stock Exchange is no easy way to fortune. No one 
should nurse the illusion that sobriety can be learnt through 
bitter experience. Trying to form rules in the vain effort 
to protect speculating class is to show sympathy which is both 
out of place and futile. So long as forward markets arc al¬ 
lowed to function corrective forces of the market itself will 
work more effectively than any imposed set of rules. 

Just as an upward trend in prices due to larger causes 
could not be checked by notifications and alterations in the 
rules of trading so also the downtrend cannot be stopped 
cither by frequent closure of markets, fixing minimum prices 
or putting restrictions on free-trading as indicated by the 
recent happenings on the stock exchanges. The continuing 
slump on the stock exchanges this year is the aftermath oi t ic 
over-trading and excesses committed last year during the pe¬ 
riod of post-war boom. Crisis which was already developing 
was only precipitated by the budget proposals and the mar¬ 
kets were paralysed. 
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It must be said to the credit of the Bombay Stock Ex¬ 
change that it did not commit the error of fixing minimum 
prices like the Calcutta and Madras Stock Exchanges. The 
device of minimum prices whatever its utility during war¬ 
time is altogether valueless in normal times and only succeeds 
in destroying liquidity. Mr. K. R. P. Shroff quoting a 
London Journal in 1941 very well observed that : “Minimum 
prices alone will not suffice to ensure liquidity. In themselves, 
indeed, they are destructive of it; for their very purpose is 
to maintain values by liquidity sacrifice. The experience of 
equity shares shows in fact that when the trend of the market 
is persistently downward, the price of liquidity is continuous 
depreciation. The effect of inserting a peg in a falling market 
is to close that market as surely as if the Stock Exchange doors 
were bolted and guarded by a sentry with a fixed bayonet 
Support is useless without a bottomless purse, since it does 
not stop selling but aggravates it, on the principle that where 
the meat is, there will the eagles be gathered together. Price 
stabilisation at a particular level thus is no better cure for 

norrrvTp m Ct ^ ness than P c SS in S a thermometer at 
normal is a cure for fever. 

Temporary restrictions on free trading which were recentlv 
™poscd m Bombay to tide over the crisis are less olj etTonabk 
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public but by other members of the Exchange. The high 
status which the London Stock Exchange enjoys because of 
its smooth and orderly working ought to be the model for our 
Stock Exchange. 


Regulation of Stock Exchange activity is more appro¬ 
priate when the interest of the public, that is the investing 
class, is in danger. For instance, many of the evil practices 
connected with new company floatations can be eliminated 
by more detailed provisions in the Companies Act and by more 
stringent rules enforced by Stock Exchange Committees. 
The Report of the Cohen Committee published in Great 
Britain sometime back takes a great step forward in this direc¬ 
tion. Some of the principal recommendations of that Com¬ 
mittee are suitable for adoption in India. Dealing with new 
issues the Committee recommend that there shall be delivered 
to the Registrar of Companies for registration with every 
prospectus not being an offer to existing members, (a) a copy 
of every material contract mentioned in the prospectus, ( b) 
the written consent of any expert to the inclusion in the 
prospectus of any copy of or extract from his report in the form 
and context in which it appears. If a prospectus states that 
an application will be made to the Stock Exchange for permis¬ 
sion to deal in shares it shall be bound to make such application 
not later than two days after the issue of the prospectus. If 
no such application is made for or sanction definitely refused 
all allotments shall be cancelled and money refunded. Cri¬ 
minal liability of directors for false and misleading statements 
in the prospectus is enhanced by laying the onus on the directors 
to establish that they did not know that the statement was 
false. Similarly accountants, valuers and other experts shou 
also be made more liable unless they can prove their innocence. 
It is suggested that even bankers, brokers or solicitors who 
allow their names to be mentioned in the prospectus ar 
responsible to the investing public. It is further recommended 
that fuller disclosure of financial relations between directors 
and companies is desirable in public interest and in order 
particularly to check directors from deriving benefit from any 
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special information they get on account of their position. 
The directors should, therefore, disclose all their transactions 
in shares and debentures so that shareholders may ask for 
information if necessary. Similarly tax-free salaries to direct¬ 
ors should be ended as an undesirable practice. Other 
forms of remuneration to directors should also be disclosed 
to shareholders. Publication of fuller details in the Profit 
and Loss account and in the Balance Sheet and on a uniform 
standard is recommended to help the shareholders to judge 
the position correctly. 


VI 

Detailed regulation on these lines to stamp out evil 
practices connected with promotion of new concerns and 
management of existing ones is an urgent necessity. Defects 
in the present working of the control of Capital Issues is another 
direction in which reforms arc necessary. War-time purpose 
of control being no longer necessary Capital Control ought 
to serve definite peace-time objectives. It presupposes prior 
decision on kinds of industries to be encouraged and on their 
geographical distribution. It should also be based on a care¬ 
ful estimate of the annual savings available and how they 
are to be allotted in different directions according to relative 
urgencies for new capital. No such broad planning exists 
today. Piecemeal decisions in some directions have been 
taken, such as number and location of new factories for 
manufacture of vegetable products or permitting new textile 
factories to be set up in deficit provinces. So long as a detailed 
fist of priorities is not worked out by a planning body Capital 
Control must work haphazardly. Unless the basic purposes 
are not defined one can only wonder what Capital Control 
is intended to achieve. It must have a positive value, in 
Us present form the control docs not even act negatively in 
preventing the growth of mushroom companies. Anybody 

of a plausible can get permission for issue 

ot capital. Mushroom companies are known by their results 

scrutinised with " the Start ‘ Nor « applicaTons 
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amount of capital nor the form of issue nor the other details 
connected with the issue are investigated in an efficient 
manner. No expert reports about the workability of the 
schemes are asked for or investigated. Cases are not unknown 
where same concerns have gone on successfully asking for 
more and more capital even though funds obtained through 
previous issue have remained unutilised and plans for the use 
of such funds almost non-existant. Anybody with sufficient 
prestige and influence can obtain permission for capital issue. 
Last but not the least are the defects inseparable from all 
bureaucratic controls, viz .> long delays, inefficiency and 
corruption. 

The control of Capital Issues has suffered partly by not 
being part of a wider integrated economic policy and partly 
by not carrying out its limited functions with any live sense. 


Mr. H. T. Parekh , B.A., B.Sc., ( Econ. London) is associated with 
the firm of Messrs. Harkisondas Lakhrnidas, Share and Stock Brokers , 
Bombay. He was for some time Professor of Economics in the St. Xavier's 
College, Bombay. He had specialised in currency and banking. 


WARTIME TRENDS IN INDIA’S PUBLIC 

FINANCE 


By 

P. J. J. Pinto 


Fiscal policy with the changing role of government has 
increasingly tended to become a regulator of the national 
income and its distribution. This is even truer of wartime 
fiscal policy when a transference of resources from peace-time 
uses and civilian needs to the requirements of defence and 
military strategy has to be effected. In India, as elsewhere, 
public expenditure during the war reached unprecedented 
levels which called for a severe “tightening up of the belt’* 
by taxation and for public borrowing on an extensive scale. 
When taxation and borrowing from the public proved in¬ 
adequate, inflation or “forced saving’’ ensued, which in turn 
had its repercussions on public expenditure and set up a vicious 
spiral affecting the whole economy. 


Public expenditure, then, is the starting point of any 
analysis of wartime trends in India’s public finance. Two 
phases, differentiated roughly by Japan’s entry into the war 
are discernible in the seven-year period 1939-40 to 1945-46. 
In the first phase expenditure rose gradually from Rs. 95 
crores in 1939-40 to Rs. 147 crorcs in 1941-42; expenditure 
in the pre-war year 1938-39 was Rs. 85 crores. 1942-43 marks 
the beginning of the second phase, with expenditure mounting 
rapidly from Rs. 289 crorcs in that year to Rs. 506 
crores in 1945-46. The same trend is noticeable when total 
u getary expenditure (including capital expenditure) is 
divided into civil and defence. Civil expenditure for 1939-40 

“ cr ° res : U actua “y declined to Rs. 41 crores in 

second ’ h a n .- OSe *° Rs - 43 crorcs in 19 «-42. But in the 
Rs a-t r P r h jumped ever higher to Rs. 74 crores in 1942-43, 

croresin lMUfi 9 3 ^^' 101 Cr ° reS in 1944 ' 45 and Rs. 129 
to hold dotl 1 a r these J s P urts occurred in spite of attempts 
to hold down civil expenditure. Defence expenditure (in- 
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eluding expenditure on capital account) doubled gradually 
from Rs. 50 crores in 1939-40 to Rs. 104 crores in 1941-42; 
in the next two years it mounted rapidly, reaching the peak 
of Rs. 458 crores in 1944-45 (a nine-fold increase over 1939-40) 
and then cased slightly to Rs. 391 crores in 1945-46 owing to 
the termination of hostilities in August 1945. 

These trends were the result of two main factors : ( a) 
Japan’s entry into the war which resulted in defence ex¬ 
penditure, responsible for over three-fourths of the budget 
on revenue account, soaring to record levels and multiplied 
the burdens of the war, already heavy on a country with no 
margin to spare even in peace-time ; and ( b) the gathering 
momentum of inflationary pressures as the war progressed, 
which affected the entire economy and in particular the dis¬ 
tribution of the national income. 

Civil and war expenditure on India’s own account does 
not exhaust public expenditure in India during the war. 
There was the very considerable extra-budgetary war ex¬ 
penditure on behalf of the Allied Governments which was 
recoverable from the United Kingdom. This recoverable 
war expenditure amounted to Rs. 1,712 crores over the whole 
period and was very nearly equal to the budgeted expenditure 
on defence. It increased from Rs. 4 crores in 1939-40 to Rs. 53 
crores in 1940-41. In the two following years it jumped 
successively to Rs. 194 crores and Rs. 326 crores, but for the 
next two years it showed a relatively smaller increase, being 
Rs. 378 crores in 1943-44 and Rs. 411 croies in 1944-45, 
and then declined to Rs. 347 crores in 1945-46. After 1941-42 
defence expenditure on India’s own account outstripped the 
recoverable war expenditure, showing that hostilities wit 
the Japanese resulted in a very considerable increase of t e 
war burdens borne by India. 

The financing of the recoverable war expenditure was 
through an expansion of rupee currency against sterling assets 
that accumulated cither because of this recoverable war 
expenditure or a favourable balance of trade. A part of these 
assets was utilised for the repayment and repatriation oi our 


2 19 


WARTIME TRENDS IN INDIA'S PUBLIC FINANCE 

sterling debt which consequently was reduced to a nominal 
Rs. 35 crores at the end of March 1943 as against Rs. 405 
crores at the end of March 1939. From 1941-42 recoverable 
war expenditure and budgetary deficits increased rapidly; 
so did inflationary pressures. The total money supply, for 
example, increased fourfold from about Rs. 500 crores in 
December 1939 to about Rs. 2,000 crores in December 1945. 
An earlier introduction of price control combined with 
rationing would have mitigated the effects of inflation on the 
lower income groups, but wartime inflation was inevitable 
and represented the “forced saving” necessary to finance the 
war. The total public expenditure, budgetary and extra- 
budgetary, was of the order of Rs. GOO crores in 1942-43, 
Rs. 700 crores in 1943-44, Rs. 900 crores in 1944-45 and 
Rs. 850 crores in 1945-4G as against Rs. 85 crores in 1938-39. 
This gives a general idea of the phenomenal demand on India’s 
resources for the prosecution of the war and the consequent 
diminution of the national income left over for civilian con¬ 
sumption. 


There were thus two problems facing fiscal policy : (a) 
to bridge the budgetary gap and (b) to narrow the inflationary 
gap and mitigate inflationary pressures. The two methods 
available are taxation and public borrowing. This leads us 
therefore to a consideration (a) of wartime revenues and in 
particular of tax policy and (b) of borrowing and debt policy. 

With the increase in expenditure the budgetary gap 
widened. Inflation, however, which pushed up prices also 
swelled money incomes and profits, though in a very in¬ 
equitable manner. So while increased prices made for, in 
part at least, larger expenditures both civil and defence, 

increased incomes and profits brought in higher revenues 
than formerly. 


rev L e , nues tQ uched unprecedented levels and 
helped considerably to minimise the budgetary gap. Rail- 
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those contributions several times, so that in 1943-44 they were 
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at Rs. 38 crores and Rs. 9 crores, in 1944-45 at Rs. 32 crores 
and Rs. 10 crores and in 1945-46 at Rs. 32 crores and Rs. 11 
crores. The profits of the mint and the surplus profits of the 
Reserve Bank surrendered to the Government rose rapidly 
and continuously from Rs. h crore in 1938-39 to Rs. 10 crores 
in 1943-44, Rs. 13 crores in 1944-45 and Rs. 17 crores in 
1945-46. The percentage of non-tax revenues to total revenue 
rose from about 10 per cent before the war to about 20 per 
cent in the years 1943-44 to 1945-46. 

The tightening up of the belt took place through taxation 
and everybody was expected to pay up and smile. The 
need for increased taxation was enhanced by the decline in 
customs revenue from its pre-war place of importance when 
it accounted for 53 per cent of total tax revenue and 47 per 
cent of total revenue. This situation resulted from wartime 
restrictions on trading and towards the end of the war from 
transport bottlenecks and physical shortages abroad. In 
1942-43 customs revenue amounted to Rs. 25 crores as against 
Rs. 41 crores in 1938-39; but it rose thereafter to Rs. 40 
crores in 1944-45 and Rs. 65 crores in 1945-46, accounting 
roughly for 15 per cent and 20 per cent respectively of the 
total tax revenues in these two years. Corporation and 
income-taxes were raised substantially ; for a time even the 
exemption limit for income tax was reduced from Rs. 2,000 
to Rs. 1,500. But the most fruitful source of revenue, owing 
to the enormous growth in wartime profits following the 
inflationary rise in prices, and one most easily justified was the 
excess profits tax, first levied in 1940-41 at 50 per cent and 
from the following year at 66^ per cent. Of the revenues 
under corporation taxes about 70 percent for the year 1942-43 
and about 80 per cent for each of the three years 1943-44 to 
1945-46 were from the excess profits tax levied on corpora¬ 
tions. On the other hand, of the collections under income 
taxes (other than corporation taxes) during 1942-43 the portion 
attributable to the excess profits tax was negligible but for the 
three years 1943-44 to 1945-46 it varied from 15 per cent to 
25 per cent. The enormous increase under taxes on personal 
and business incomes is a distinctive feature of wartime 
tax policy and they accounted for over 50 per cent of the tota 
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tax revenue, reaching the peak of G8 per cent in 1944-45. 
In 1945-4G even with the rise in c ustoms revenue they accounted 
for as much as Go per cent. 


The other taxes which increased during the war were 
excises, on account of both the enhancement of existing 
rates on articles like motoi spirit, kerosene, sugar and matches 
and the imposition of duties on other articles such as tobacco, 
vegetable products, bctelnuts, coffee and tea. Excise revenue 
rose from Rs. 9 crorcs in 1938-39 to Rs. 13 crores 1942-43 ; 
thereafter the increases were rapid to Rs. 27 crorcs in 1943-44* 
Rs. 38 crores in 1944-45 and Rs. 47 crores in 1945-4G. These 
taxes were favoured not only because they were revenue- 
producing but also as an anti-inflationary measure. 

In spite of high taxation on business and upper personal 
income brackets, the result of wartime policy was to put a 
severe strain on lower income groups, among whom perhaps 
the landless labourers and the middle class fixed income 
earners were the hardest hit. As a result of the war taxation 

would seem to have become more regressive than before_a 

feature associated with severe inflations. 


Notwithstanding the rapid increase of both tax and non¬ 
tax revenues the deficits were of a considerable magnitude 
rising from 7 crores in 1940-41 to Rs. 13 crorcs in 1941-42 
then shooting up to Rs. 112 crores in 1942-43 and Rs 1 9(> 
crores in 1943-44. In 1944-45 and 1945-46 the defici s de- 
clined to Rs. 161 crores and Rs. 145 crores respectively 
These deficits along with the recoverable war expenditure 

cont nb t d to infl ationary gap . In addition th 

trade balances by increasing the sterling assets also led to 
an exhaustion of rupee currency. When the possibilities 

f taxation to fight inflationary trends have been explored 
the other method is borrowing. explored. 

Budget deficits as well as recoverable war expenditure 
assumed enormous proportions after 1941-42 Rapid inf?;, 
turn also dates from that year. But political condition* 
not permit of a recourse to a policy of extensive public borrow^ 
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ing till much after 1942-43. Also the first years of war saw 
the repatriation and virtual extinction of sterling debt. At 
the end of March 1939 there were Rs. 465 crores of sterling 
obligations outstanding. By the end of March 1943 they had 
been reduced to Rs. 51 crores and at the end of March 1946 
to Rs. 34*crores. This repatriation was financed partly by 
the issue of rupee counterparts, which meant an addition 
to rupee loans outstanding ; partly by ad hoc treasury bills 
and ways and means advances from the Reserve Bank 
which led to the phenomenal increase of this form of debt 
to Rs. 265 crores at the end of March 1943 as against Rs. 46 
crores at the end of March 1939; and to a limited extent 
from Government's own balances. Over a third of the repa¬ 
triated debt was cancelled either immediately on repatria¬ 
tion or a little later by the cancellation of rupee counterparts. 
By 1943-44 sterling debt ceased to be a problem for India ; 
instead another problem of sterling assets was springing up 
and inflationary pressures were increasing with the expansion 
of rupee currency year after year. 

Rupee loans increased from Rs. 438 crores at the end 
of 1938-39 to Rs. 612 crores at the end of 1941-42. There¬ 
after the increase was rapid through Rs. 749 crores (March 
1943), Rs. 1,067 crores (March 1944) and Rs. 1,212 crores 
(March 1945) to Rs. 1,489 crores (March 1946). In the last 
two years, the effective rates of interest were successfully reduc¬ 
ed to lower and lower levels. It might be said that World 
War II was fought by India on a 3 per cent basis. Another 
Item of borrowings that showed a decline in the earlier years 
of war was small savings. At the end of March 1939 they stood 
at Rs. 142 crores, at the end of March 1943 at Rs. 93 crores. 
But in the next three years they rose rapidly to Rs. 119 crores 
(March 1944), Rs. 159 crores (March 1945) and Rs. 220 
crores (March 1946). The total borrowing was far in excess 
of the budgetary deficits and was increasingly resorted to as 
an anti-inflationary measure, specially in the three yca*s 
1943-44 to 1945-46. This resulted in a piling up of Govern¬ 
ment balances at the Reserve Bank which rose from about 
Rs. 17 crores in March 1938 to Rs. 84 crores in March 1944, 
Rs. 269 crores in March 1945 and Rs. 527 crores in March 
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1946. These balances were swelled in part by various com¬ 
pulsory deposits under the excess profits tax and the income- 
tax and collections under the “pay-as-you-earn” scheme, 
all of which were in the nature of compulsory borrowing 
to drain off surplus purchasing power and relieve infiationary 
pressure. 


The total debt ol the Central Government rose very 
slightly in the four years I 939-40 to I 94*2-46—fmm Rs. 1,206 
crores in March 1939 to Rs. 1,353 crorcs in March 1943, and 
very rapidly in the next three years—to Rs. 1,533 crorcs in 
Marchl944, Rs. 1,860 crores in March 1945 and Rs. 2,230 
crores in March 1946. At the end ol 1945-10 two-thirds 
of the total debt was in rupee loans and a tenth in the 
form of small savings. Treasury bills outstanding were at 
Rs. 87 crores. 


The war period, then, was one of infiationary finance 
caused by a phenomenal increase in war expenditure. With 
the cessation of hostilities this expenditure was expected to 
drop by Rs. 550 crorcs. The onset of deflationary tendencies 
was feared ; and the tax policy was directed to granting 
concessions to lower income groups and specially to industry 
by the abolition of the excess profits tax and the reduction 
in corporation taxes. But inflationary forces have proved 
both strong and persistent. The budget for the current year 
has therefore been framed to hold these forces in check, although 
the possibility of a recession later in the year is not ruled out. 
ttence a business profits tax, a modified form of the excess 
profits tax, has been introduced, corporation taxes have been 
increased and a tax on capital gains is contemplated, 
ocia justice has also been explicitly made an objective of 
u S c tary policy. To this end the income tax exemption 

hasbeen raised from Rs. 2,000 to Rs. 2,500 and the salt 
tax has been abolished ; at the same time income taxes have 

brlcketsTTl “ ‘T 77™ rateS W* to hi S her ““me 

brackets at a lower level than previously. 
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India’s fiscal and monetary problems for the next few 
years are inevitably linked to larger economic and extra-econo¬ 
mic issues, and hence the contribution of the present budget¬ 
ary policy to a solution of those problems is, because of 
prevalent conditions, severely restricted. 


Dr. P. J. J. Pinto , M.A., LL.B., Ph.D., is a Research Officer in 
the Research Department of the Reserve Bank of India. At present he is 
ivorking with the International Monetary Fund in its Research Section, 
his services having been loaned to that organisation by the Reserve Bank of 
India . 


V—MISCELLANEOUS 



THE PEOPLE’S RAILWAYS 



J. E. Castellino 


Over 40,000 miles of vital communications—maintained 
by us ; over 800 crores of rupees—invested by us ; over 
902,000 men—serving with us ; over 40 crores of rupees— 
spent by us on purchases of stores ; over 7,000 stations—man¬ 
ned by us; over 8,900 locomotives, 17,000 carriages and 
229,000 wagons—run by us—these constitute our railways. 
Do we realise the tremendous implications of these figures ? 


There is another way of looking at this matter. The lus¬ 
cious liches of Darjeeling titilate the appetite of people in 
Bombay ; the gorgeous grapes of Quetta satisfy the thirst 
of Madras ; the subtle silks of Dacca intrigue the hearts of 
Mayfair damsels ; the brilliant brasswarcs of Moradabad 
adorn the mantlepieces of the world ; the vitalising wheat of 
t c Punjab builds soldiers in all provinces ; the cheap cloth 
from Bombay covers the bodies of India's millions ; the 
black diamonds” from Bengal keep our industries in steam 
throughout the country—all and only because ofour railways. 


India is now on threshold of greatness. Politically 
ic people are coming into their inheritance; socially, there is 
n inspiring awakening and a demand for better living ; eco¬ 
nomically, industrialisation and self-sufficiency are the obiec- 
ives. None of these ideals can be realised without an effi- 
ient railway system. The services which railways can render 
n annihilating distances, in preventing famines, in facilitat- 

Drei.,Hh mme - rCe ’ ^ ^ osterin S industries, in eradicating social 
P j dices, in assisting the administration of government 
-these services are incalculable in their worth. 


ruggJdfaUhThe ,he fi ref0re be P aid to the wide vision and the 
ggea taith, the infinite patience and dogged perseverance 

of the men who boldly flung bridges across rivers a^d c^ura^e- 
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ously carved tunnels out of hills, in order to link up the vastly 
separated areas in this huge sub-continent. Originally, when 
the introduction into India of the newly developed form of 
transport was discussed, the wisdom of the idea was seriously 
in doubt. Inertia is one of the most potent enemies of pro¬ 
gress, and the traditional manner of transport had the sanction 
of usage and the authority of safety. It was feared that the 
“Iron Horse” would not attract the stolid old-fashioned 
villager. 


There is peace in the picture of a farmer ploughing 
homeward his weary way. There is poetry in the swaying 
of the years of corn, ripening in the sun. There is music in 
the tinkle of the bells round the bullock and in the creak of 
the cart winding leisurely along the dusty road. There is 
romance in the flowing sails of a craft, lazily drifting down the 
river. There is beauty in the flight of a sea-gull, pictures quely 
progressing in the air. There is majesty in the elephant, 
splendour in the horse, colour in the palanquin. That was 
yesterday, the day of unending leisure when the tempo of life 
was slow, sedate and stately. The needs of today can only 
be met by fast and efficient transport. 


There can be little doubt that our railways arc catering 
adequately for the wants of the people. Year in, year out, 
over the 40,000 miles of railway lines, over a million tons of 
goods arc transported. Last year 924 millions found pleasure 
in annihilating distances and renewing contacts by travelling 
on Indian railways. At 7,198 stations which dot the country, 
protection from the scorching heat of the tropical sun an 
shelter from the torrential monsoon is provided : in tact, 
a railway station in this country is a centre of social an 
economic activity. Round it, shops grow ; close to it, factories 
spring up and godowns are planted. Main roads origin, 
or terminate at the stations; buses and lorries start from i • 
The village children gather around to watch, with fascmaUon, 
the incoming and outgoing trains. How thc V "’° u d ^ 
wave the green flag and blow the engine whistle . iray, 
'' railway station is the hub of village activity, and the-tlway 
official has an enviable role to play in the life of tl 
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But his importance arises not only as an employee of the 
State. Along with the rest of his countrymen, he is shareholder 
in the vast property. He has invested, in partnership with 
his fellow beings, a sum of Rs. .son tTores in building, equipping 
and running this transport system. It is the largest industrial 
enterprise of the nation, overshadowing completely all capital 
investment in all the basic industries in the country. Its 
success—or failure—is a matter of consequence to him. And 
the measure of his efficiency and his interest in this community- 
owned and publicly-managed enterprise is a token of his 
appreciation of his own self-interest, and of his desire to help his 
countrymen. One in every loo persons in India is a railway¬ 
man; one in every loo of India’s loo millions looks to the 
railways for his living. 


Many important considerations proceed from the fact 
that the railways of India represent such a large capital in¬ 
vestment and arc owned and managed by the people. The 
transfer of control from the Secretariat to the Legislature led 
to a gradual re-orientation of policy on various matters, 
notably in respect to Indianisation of the service, purchase of 
Indian stores, and help and protection to indigenous industries. 
A resolution, adopted in 1915, to the effect that patronage 
of Indian industries would be accorded in the purchase of 
materials for the various departments of Government was 
claimed to have been honoured more in its breach than in its 
o servance. Outraged public opinion and progressive in¬ 
dustrialisation, combined with the difficulties of procuring 
supplies during the Great War, brought fulfilment of the 
pious wish, and the Indian Stoics Department was created to 
rationalise purchases and to encourage domestic production. 

uithcr in 1929, the Government of India expressed by a 
resolution their intention of encouraging the development 
o industries to the utmost possible extent, consistent with 

nr^ r !° n i y / nd J efficienCy - Al1 order of P^fcrencc has been 

prescribed and even a little price-discrimination is allowed. 
Articles produced wholly in India are to receive first pre- 

India ’J-T* i m m° rd(61r COme S ° ods partly manufactured in 

to be^’imported ""* “ ^ Ustly > articleS ^ uircd 
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There is no doubt that Railways exercise a very important 
influence on the economy of the country. Quite a few of the 
largest industries are solely dependent on our railways for 
their prosperity; in some cases, their very existence is linked 
with railways. The iron and steel industry obtains sustenance 
in two ways: a large pait of the plant is devoted to the manu¬ 
facture of permanent way materials and structural steel 
required by our railways, and almost every ton of its products 
moves at specially quoted freight rates. What is the position 
in respect of coal ? There is no country in the world which 
carries a maund of coal for 500 miles at the infinitesimal charge 
of 48 pies ! And of all the coal mined in this country, more 
than 50 per cent is consumed by railways! But for the direct 
assistance rendered by railways in the shape of concessional 
freight rates, the development of sugar, glass, paper, cement 
and the heavy chemical industries would never have taken 
place; today, each of them is flourishing, and in addition to 
helping in the alleviation of the pressure on land, is a token 
of India’s industrial strength and economic stability. 

In this context, the demand for a full exercise of control 
by the Legislature acquires a new meaning. The railways 
are a powerful instrument which can be used to further any 
set policy. In the chain of production, distribution and ex¬ 
change, transport provides an essential link. Raw materials 
to factories, finished products to shops, workers to their em¬ 
ployment, executives to their meetings, children to their 
schools, all the world to their homes, their playing-fields and 
recreational parks, their places of worship and pilgrimage, 
their centres of study and culture: these form the functions of 
the railways. To this purpose, the railways arc pledged. After 
all, they belong to the people of India. They are manned 
almost wholly by Indian personnel. And their policy is 
shaped by the representatives of the country. 

For transport, there arc many symbols of progress. There 
is speed—for faster tempo of life; there is availability— or 
prompter response to varying needs; there is power—for g rca 
capacity; there is economy-for cheaper satisfaction of demands, 
there is safety-for freedom from fear ; there is profit-tor 
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social gain; and there is service—for better living. To the 
people’s railways, these symbols represent both a fulfilment 
and a challenge ! 

Do the people of India want freedom of association ? 
Are they desirous of freedom from restraint ? Is there need 
for freedom of trade ? And do they long for freedom from the 
shackles of time and space ? All these freedoms arc provided 
by railways—our railways, built with the toil, sweat and tears 
of the sons of the soil; equipped out of the hard-earned savings 
of our people; maintained and serviced by men steeped in 
Indian traditions; representing “a series of public monuments 
vastly surpassing in real grandeur the aquaducts of Rome, 
the pyramids of Egypt, the great wall of China, the temples, 
palaces and mausoleums of the Great Moguls, monuments 
not merely of intelligence and power but of utility and bene¬ 
ficence”; belonging solely to the peoples of India ! 


Mr. J. E. Castellino, D.A ., B.Sc. y (Econ. Loud.), holds the post of 
Special Rates Officer in the B. B. & C. /. Railway. He was for a time 
on the staff of the Railway Board, New Delhi. 


THE SYSTEM OF COTTON FUTURES 

IN INDIA 

By 

H. L. Dholakia 

■I 

Introduction —At a conference called by the Government 
of Bombay in February 1942, of the various interests con¬ 
nected with the cotton trade in India it was unanimously 
decided that the then existing system of cotton futures in 
Bombay should be so modified and altered as to meet the 
exigencies of the total war and that the new system should be 
so devised as to facilitate the smooth functioning of all the 
channels for the duration of the war. A sub-committee 
representing all the sections of the trade was then appointed 
for this purpose. The conference and the committee agreed 
that “the new system which might be devised should take 
cognisance of the prevailing war situation and therefore such 
a system must remain in force only for the period of the war 
and sometime thereafter, after which the trade should be 
invited to revise the system under the conditions then prevail¬ 
ing.” 1 After considering all the points, the revised scheme of 
a single hedge contract commonly called “the Indian Cotton 
Contract” or better known in the business parlance as “the 
Jarilla Contract” was finally adopted by the trade in the 
middle of July 1942. 

Now the war is over. A fairly reasonable time thereafter 
has also lapsed. Hence, the pledge of revising the system of 
cotton futures is due to be executed by the authorities con¬ 
cerned. No doubt, the cotton grower, the trader and the 
manufacturer would not like now to put up with the war-time 
measure and continue to carry on with the existing system. 
What they would welcome is a sound scheme of futures de¬ 
signed to meet their normal requirements. Thus the issue 

1 Report of the Hedge Contract Sub-Committee of the E.I.C.A.—May, 
1U42. 
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with which the various cotton interests in India arc confronted 
at present is the thorny question of devising a thoroughly 
comprehensive and most scientific system of cotton futures for 
all the principal varieties of Indian cotton. Though it is an 
embarrassing problem, it must be borne in mind that the new 
structure of the system should be so constructed as to neither 
jeopardise the interests of the buyer and the manufacturer nor 
those of the seller and the grower of our cotton. In order to 
be able to arrive at a correct and concrete solution on these 
linesit is necessary for us to get first of alia bird's eye-view of 
the system as it has existed so long. 


II 

System of Seven Contracts —During the period of the 
World War No. 1 and for sometime thereafter there were a 
fairly large number of hedge contracts representing various 
principal varieties of cotton produced in India. These con¬ 
tracts were availed of for speculating in cotton or for effecting 
delivery by merchants whenever it was advantageous to 
do so. . The theory of futures that a hedge contract is essential¬ 
ly an instrument of insurance and should be so worked as to 
discourage the acquisition or disposal of the commodity through 
its medium was not acknowledged in practice. The result 
was a total misapprehension and misgivings about this system. 
The general chaos in the futures market for Indian cotton was 
the order of the day. The word “hedge” used in this connec¬ 
tion was rather a misleading term. Failure to observe the 
fundamental principle of “hedge” contract encouraged manip¬ 
ulators to turn it into a delivery contract. The resultant dis¬ 
location of the futures market tended to affect adversely the 
best and long-lasting interests of all concerned. The year 
1917, when the Indian cotton futures market was involved in 
a crisis, may be cited as a case in point. In June 1918, under 
the Defence of India rules, the Cotton Contracts Control 
Committee was appointed by the Government of India to 
control the cotton trade in Bombay. This Committee recognised 
five contracts for the purpose of trading in five prin- 
cipa varieties grown in India. ^These contracts were (1) 
.-cully Good Machine-ginned Bengals^for 25th January de- 
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livery, (2) Fully Good Machine-ginned Khandcsh for 25th 
January delivery, (3) Fine Khamgaon Akola fair staple for 
25th January delivery, (4) Fine or Good Machine-ginned 
Broach for 25th April delivery, and (5) Good Machine-ginned 
Westerns for 25th May delivery. But as the committee was 
constituted as a temporary measure, the control of dealings 
in cotton later on passed into the hands of the Bombay Cotton 
Contracts Board 1 2 . The Board followed in the beginning the 
rules previously laid down in connection with hedge contracts 
and a little later, went a step further by making the addition 
of two more contracts ; viz., the Punjab-American and 
Oomras. This brought the number of contracts to seven. 
Certain omissions and modifications were also cariied out 
by the Board with changes in names and basis as under : (1) 
F. G. Bengals, (2) F. G. Broach, (3) Fine Oomra, (4) F. G. 
Oomra, (5) Good Southerns, (6) Punjab-American and (7) 
F. G. Khanclesh. It may be observed that in absence of any 
clear conception of the theory of hedging and of the recognition 
and acceptance in practice of the fact that a hedge contract 
should be sufficiently balanced to afford an equal measure of 
protection and opportunity to both the buyer and the seller, 
these contracts w'ere wrongly regarded as hedge contracts. 
In fact, they were no better than the usual delivery contracts 

of today. 


Ill 

System of Five Contracts —The Cotton Contracts Board 
as a central body controlled the trade for more than three 
years from January 1919 to May 1922. Then it handed 
over the charge to the newly constituted central body known 
as the “East India Cotton Association” under the Act of 1922. 
This Association realised the futility of a large number of con¬ 
tracts for trading in Indian cotton and according to t leu 
own conception tried to reduce the number to a convenient 
and practicable number. The seven contracts were amalga¬ 
mated into five by incorporating the Punjab-American , 
Broach hedge contract and dropping altogether the Khand 


1 The Bombay Cotton Contracts Control Provision) Ac. 1919. 

2 The Bombay Cotton Contracts Act No. XI \ ot iw— 
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contract. Certain other innovations were also carried out, 
e.g.. extending the periods of delivery and allowing the grades 
above and below to be tendered with probable “ons ’ and 
“offs” for respective classes. Furthermore, standards were 
prescribed for both grade and staple, though there was no 
stipulation for better staple length. The five permissible 
contracts were : (1) F. G. M. G. Bengal, (2) F. G. M. G- 

Broach, (3) Fine M. G. Oomra (4) F. G. M. G. Oomra, and 
(5) Good M. G. Southerns. So far as the cotton speculator 
was concerned, the Broach contract proved greatly suc¬ 
cessful. But the interests of the cotton trade and industry 
began to suffer, because the Broacli contract had to bear the 
three-fold burden of the crop, the hedging and speculation. 
In course of time, the genuine seller and the buyer, or to be 
more exact the grower and the spinner, began to feel the pinch 
of the defective technique of the system of hedging. A note 
of caution was sounded by persons whose interests were at 
stake. Sometimes a huge cry for reforming the individual 
contract and for the revision of the entire system was raised 
from a number of quarters. 

The chief among those who believed themselves to 
be the aggrieved parties was the Bombay Millowncrs* As¬ 
sociation. Not feeling satisfied with the merger of seven 
contracts into five, they demanded a further reduction in the 
number of hedge contracts to three. In order to give a practi¬ 
cal turn to what was wanted by them, they adumbrated 
another scheme in 1924. They suggested that the F.G.M.G. 
Bengal contract should be retained, but the present 
F.G.M.G. Broach and the good M. G. Southerns contracts 
should be amalgamated into one. The staple besides must be 
specially determined for each growth and no cotton below 
6/8" staple should be tenderablc under this contract. The 
Moglai cotton coming from the Nizam’s State should be 
included in the amalgamated contract, provided it was not 
below 6/8" in staple. No cotton under “Good” be made 
tenderable against the same. It was also said that the present 
Fine and F. G. Oomra contracts should be amalgamated into 
one, provided that only Fully Good to fine Cottons be tender- 
able from the beginning of the year until the end of May and 
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after that time only Good to Fully Good should be allowed to 
be so tendered. Cotton known as Gaorani cotton from the 
Nizam’s State be made tenderable against the same. Staple 
was to be not less than The scheme, however, did not 
meet with the approval of the cotton trade, for, one section 
termed it as a “bearish” plan while the other discarded it as 
the most inconsistent and incomprehensive notion. It was, 
perhaps rightly, turned down by the East India Cotton 
Association in search for a better planned and well-conceived 
system for Indian cotton. 

A year later in 1925, another scheme was brought to the 
notice of the E. I. C. A. for their consideration and approval. 
This was the proposal put forward by Forbes Forbes Campbell 
& Co., Ltd. The adoption of the following four contracts for 
the purpose of hedging in Indian cotton was advocated in 
the scheme: (1) F. G. M. G. Bengal was to be as at present, 
(2) F. G. M. G. Broach was to be retained as at present with 
option of tendering Fine C. P. No. 1, Tinnevellies, Katun- 
gannis and Cambodia. Delivery months: March-April, 
June and August. (3) Fine Oomra should be as at present 
with the addition of all stations of F. G. Oomra contract and 
Jalna and with the option of tendering any cotton tenderable 
against the Broach contract. Under it cotton tendered from 
January to May if awarded more than half a class off Fine 

was to be rejected. Cotton tendered from July to September 

if awarded more than full class ofF Fine was to be similarly 
made unacceptable, (4) Good M. G. Southerns was to be as at 
present but with the option of tendering any cotton tenderable 
against Navsari, Surat, Rajpipla and Punjab-American 
standards. Delivery months were to be May, July, August 
and September. The E. I. C. A. could not find anything 
worth noting in this proposal as the plan had nothing tangible 
to ofTer except the half-hearted attempt at further amalgama¬ 
tion of contracts. It did not consider whether it would be 
advisable to include the growth of one contract into the other 
and still to run the market without being unduly hampered 
or disturbed. Moreovci, like the Millowners’ Scheme, this 
did not take into account the basic point of futures that a hedge 
contract should represent a fairly close relation to the actual 
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values of cotton. If contracts were to be amalgamated in the 
manner suggested above, it would mean a suicidal step with 
the result that contracts might lie totally neglected by the 
trade or they might remain permanently depressed. Hence, 
the trade in general showed its reluctance to adopt this plan. 

Then in 1028, late I. I. Mashruwalla advanced the fol¬ 
lowing plan of four contracts for the betterment of the system : 
(1) F. G. M. G. Bengal to be retained as it is, (2) F. G. M.G. 
Broach should include Nizam abaci and Warangal, White 
Northern and C. P. (including Harda and Bhopal) half.gradc 
off only. Delivery months to be March/April, May, June/ 
July, August and September. Staple to be not less than 
If cotton of more than Rs. 100 per candy is tendered, 
the buyer shall get from the seller a penalty of i of all “oils'* 
over Rs. 100 for taking up very high cotton, (.‘5) Fine M. G. 
Oomra should include Khandesh, Moglai (Hyderabad North 
of Latur and Karkali Oomra) and Mathia with half a class 
“off” from November to June and from July to October up to 
full grade “off”. Cotton more than 1 grade “off” or “on” if 
tendered will be subject to a penalty of Rs. 25 per candy to 
buyers from sellers, (4) F. G. M. G. Southerns should include 
Dholhra, Kadi-Viramgaum, Kalagin, Cutch, Nanded and 
Latur, and Ujjain. Months of delivery were to be February/ 
March, April, May/June, July/August and September/Oc¬ 
tober (either single or double, though double would be 
preferable). Staple was to be and Tenders under 
3" were to be rejected but tenders above i j" might be reject¬ 
ed or a penalty of Rs. 25 per candy might be claimed by 
the buyer. This scheme too failed to satisfy the aspirations 
of the cotton trade and the E. I. C.A.had to reject it. The 
scheme was found lacking in foresight since it did not take into 
account one of the main principles of a hedge contract that 
there should be adequate safeguards to protect the market 
against manipulations, especially against the bear speculative 
raids. Had recognition been given to this scheme, it would 
have encouraged and accentuated the most undesirable type 
of manipulation on the market. Taking all the three schemes 
rom 1924 to 1928, we find that none of them was adoptable 
y the trade. It would not be an exaggeration if it is said 
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that by the acceptance of any one of these plans, our cotton 
would have been the cheapest commodity available both in 
India and in the world and the party receiving the blow would 
Jiave been the Indian farmer. 


IV 

System of Three Contracts —The rejection of the above 
schemes did not, however, solve the main problem of 
the cotton trade. This problem was the devising of a sound 
hedge contract system for Indian cotton. Though some¬ 
times a slight and at others furious agitation was in evidence 
against the defective technique of the hedge contract in 
Bombay, the Indian cotton world had to put up with the 
situation as it was in absence of any better device. Only in 
1930, at the instance of the trade, the Government of Bombay 
appointed a committee to make recommendations for the 
betterment of the cotton trade after consulting the various 
interests. The committee proposed inter alia to retain the 
Broach contract as it was with the addition of the Kumpta 
and Upland growths of the Dharwar district and to leave 
the existing two contracts in Fine Oomra and Bengal untouch¬ 
ed 1 This proposal failed to put an end to the ailment of the 
trade since no real adjustments were to be made in the then 
existing contracts. On the other hand, of the five hedge 
contracts, the last two contracts had not been popular in 
Bombay. In fact although there have been five contracts, 
trading used to take place only in the first three and the last 
two were virtually dead because they were neither active nor 
quoted upon. The popular contracts were therefore only 
three in number. They were Broach, Oomra and Bengal. 
The concentration of trading under them was respectiv y 
75 to 80%, 12 to 15% and 4 to 6 %. But the trade wanted 

some permanent solution of their troubles. Hence the 
F I C.A. at last constituted a hedge contract sub-committee 
of its own in 1935 to examine the system and suggest lmprov - 
ments in the framing of the revised hedge contracts The 

recommendations were “ under: ! I ) Thc b “ S "”' p ; 
Bengal hedge contract should be changed from F. G. U. F. 

0 f the Wil« Committee, 1931, p. 7. 
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to“F. G. Punjab” and the months of delivery for this contract 
should be December, January, February, March, April, 
May, June, July, August and September, (2) Punjab- 
American and saw-ginned Dharwar cottons be excluded 
from the Broach hedge contract. White Upland cotton be 
excluded from Southerns hedge contract and included in 
the Broach, subject to the stipulation that the staple of such 
cotton to be made tenderablc shall not be less than J" n 
length. C. P. No. 1 should not be included in the Broach 
variety. Surat, Navsari and Rajpipla cotton might be made 
tenderable throughout all months of delivery. Flic months 
of delivery for Broach contract be prescribed as April, May, 
June, July, August and September, (3) In the Fine Oomra 
contract, C. P. No. 1, C. I. cotton grown in Khandwa, 
Sanewad and Barwaha and such other places as the Board 
may determine should be made tenderablc. The staple 
length of the cotton tenderable against this contract be pres¬ 
cribed at -j- 5 '/' in order to prevent the spread of Garrow 
Hill seed in the Oomra crop, (4) The existing Southerns 
contract be scrapped and that in its place a new staple contract 
to be styled “Coomptah contract” should be evolved. Against 
this, cotton with a staple of not less than §" in length should 
be made tenderable with Coomptahs of not less than 
staple as the basis. No Upland cotton from any station 
should be made tenderable against this new contract, nor 
Tinnevellies, Bijapur, and Bagalkotc be included in it. The 
months of delivery for this be prescribed as May, June, July, 
August and September. Somehow or other, these recommen¬ 
dations were not given a trial by the trade. Their considera¬ 
tion was postponed and in the meantime Messrs. Kishan 
Prasad and J. Voneseh were asked in 1936 to report on the 
proposed alteration of the contracts. They submitted that the 
following hedge contracts be substituted for the then existing 
ones : ( 1 ) F. G. M. G. Bengal contract with F. G. Punjab as 
basis. Mathia box to be raised by one class. Trading months 
. De “ m ^/January, March, May, July and September 
vu J C G ' Oomra contract with Fine Berars as basis. 
Khandesh, Moglais and Broach should be included in it. 
•trading months were to be as in contract (1) with rejection 
clause to be for July to September delivery one class off, (3) 
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F. G. Broach contract, with F. G. Punjab-American as basis. 
The descriptions tenderable should be all Surati with §", 
Dholleras J", Kadi-Viramgaum §", Kalajin Sind-Punjab- 
American 4F Coomptahs Western and Northern 
Farm Cambodia Korunganni §", Malwa Ve- 
rum Ordinary Western f", Bijapur-Bagalkot J", Miraj 

and Tinnevellics Standards should be prepared for 
F. G. Malwa, Verum and Western and Northern Farm. 
Trading months, should be the same as for contract Numbers 
(1) and (2). Nothing below one class off should be allowed 
to be tendered. The report prepared by these outstanding 
personalities of the cotton trade deserved high consideration. 
Their recommendations were really immune from general 
misgivings and unwanted criticism. Their suggestions were 
quite practical and beyond theoretical short-comings. One 
fails to understand why this report was not implemented. 
In 1938, it was unanimously recognised by the E. I. C. A.’ 
that “the question of the existing hedge contracts require 
adjustments.” 

A year later in 1939, the Universal Standards Sub- 
Committee also made general recommendations for the ad hoc 
revision of the hedge contracts, particularly in regard to the 
staple lengths to be prescribed for each contract. But the 
year 1939-40 as we all know today was the year of abnormal 
times due to the last war. The Board nevertheless tried 
to give due consideration to the question of the revision of 
contracts by appointing another sub-committee in 1939-40 
to submit their proposals in due course. At the same time 
the E. I. C. A. gave expression to the view that “it is not 
possible to frame one contract which can carry the whole 
burden of the Indian cotton crop. 1 2 After fully considering 
all the phases of the question and weighing all the probable 
pros and cons, the present writer came to the conclusion in 
1942 that “if the system of hedge contracts is to discharge its 
functions properly the existing hedge contracts in Bombay 
should be reconstructed. The revision of the present system 


1 18th Annual Report of the E. I. C. A. for the year {^*30. 

2 19th Annual Report of the L. I. C. A. for the year 1939-49. 
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will have to be thorough in all its aspects.” 1 Three hedge 
contracts covering all the main varieties of Indian cotton as 
suggested by us were : (1) F. G. Bengal contract with the 
addition of Kathiawar-Muthia cotton. Basis for Muthia 
should be Fine. The seller should be given the option of 
delivery at Karachi. Months of delivery should be single 
as December, January, March, May and July, (2) F. G. 
Broach contract, with the amalgamation of Southerns except 
the Surat, Navsari, Cambodia and Kurunganni should be 
retained as it is, provided no cotton below J-" staple is made 
tenderable. Delivery should be in single months as March, 
May, J u ^y and August. (3) Fine Oomra contract should 
include Khandwa-Burhanpur and Khandcsh cotton. Delivery 
months should be single as December, January, March, May 
and July. On account of the war this scheme could not 
receive or command the required attention of the parties 
concerned. 


V 

System of One Contract —Meanwhile in July 1942 the 
trade adopted a new system for the duration of the war. 
This was the system of a single hedge contract covering 
the staple varieties of Indian cotton. As referred to above 
it is known as “the Indian Cotton Contract”. Since 15th July 
1942 it is in vogue in Bombay. Let us reproduce here this 
contract. The basis of the contract is Fine Jarilla, staple 

l'u aS J PCr standards prepared from Jarilla cotton grown in 
Khandesh district. Cotton is tenderable up to two classes 

°a << anC !, 0ne C ^ aSS “ off>, f° r grade and up to J " staple. “On” 
and values will be given for grade but for staple only- 

on values will be awarded. Other restrictions imposed on 
enders of premium as well as discount varieties of cotton 

C contract are that tenders of premium cotton should 
e c 18£ % less than the primium fixed for that particular 
variety as well as staple. Similarly tenders of discount cotton 
ouM fetch 18f% more discount for variety difference as 
“ • S - tap e * However , the basic cotton is excluded from 

uus restriction. 

p. 147. FUtUrCS Trading and Futures Markets in Cotton—H. L. Dholakia, 1942 r 
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In other styles, class difference awarded in arbitration 
is not to be taken into account when calculating this handi¬ 
cap of 182%. The descriptions tenderable are : (1) Jarilla— 
basis—(including Verum, Cambodia, Upland, Gaorani 6 
and cottons grown in Khandesh, Berar, Nizam Hyderabad, 
C.P., Central India, Gwalior and certain Rajputana States,) 
(2) Broach, Surti (including Navsari) and Rajpipla cottons 
grown in Gujarat, (3) Punjab and Sind-American styles, 
roller as well as saw-ginned, from the Punjab and Sind, 

(4) Dhollcras and Kalagin cottons grown in Kathiawar, 

(5) Cutch cotton grown in the Cutch State. (6) Western, 
Coompta, Upland, Bagalkot, Bijapur and Miraj cottons 
grown in the Southern areas. Standards arc prepared and 
maintained separately for class and staple for the following : 

(a) Jarilla—basis—from Jarilla cotton grown in Khandesh 
District (Verum, Cambodia, Upland and Gaorani G cottons 
from Jarilla districts to be surveyed against this standard), 

(b) Broach, (c) Surati (includingNavsari), (d) Rajpipla, (c) 4F, 

LSS, and 28‘JF both Punjab and Sind styles and N. T. roller 
as well as saw-ginned, (f) Dhollcras, (g) Kalagin, (h) Cutch, 
(i) Upland (Southerns), (j) Coompta (Jowari and Jay want), 
(k) Western, (1) Bagalkot, (m) Bijapur, and (n) Miraj. The 
following boxes arc prepared for all these varieties : Extra 
Superfine, Superfine, Fine (basis), Fully Good and Good 
to Fully Good (i.c., half a class “off” Fully Good). Standards 
laid down for staple lengths are : \\ and J". It 

may be noted in this connection that cotton below the stand¬ 
ard “Fully Good” and J" staple length is liable to rejection. 
Months of delivery arc all odd and alternate, beginning 
with January and lasting up to September i.e., January, 
March, May, July and September. Crop of the current 
season alone is tenderable. An exception, however, is made 
in the case of the January delivery in which case “Southerns” 
of the previous season are tenderable. 

VI 

: Future of the Indian Cotton Contract Systen —While the 
Indian cotton contract embodies in it a large number of good _ 
points like better basic grade, definite basic staple length, 
more delivery positions, etc., it is not free from certain loop- 
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holes and pitfalls, some of \vhich are intrinsically defective basic 
staple length and faulty system of fixation of different e-\ Apart 
from the question of merits andjdcfccts of llte I. (. C. ‘taking 
the system as a whole one finds that it is suffering from the 
lack of comprehensiveness and uniformity. I he Jarilla 
contract covers at the most about 3 million bale- nf cotton 
and provides for edging facilities only to the staple varieties 
produced in our country. The result of its working is that 
the rest of the descriptions cultivated in India .nv neglected 
since the system docs not make any effort of providing a 
hedging facility about them. The cultivators and consumers 
of these growths suffer in consequence. The .dicrnniivr 
before the growers and consumers of those styles which do not 
find a place in the existing system is either to gi\«• up the 
production and consumption or face the speculative situation. 
On account of the geographical factors and < •numerical 
considerations it is rather difficult, if not impossible, to dis¬ 
continue the production and consumption of the uncovered 
varieties. Instead of expecting the producer to >wii.h over 
to the production of better varieties of cotton and the consumer 
to resort to substitutes, it is much more desirable and practic¬ 
able to reorganise the system and make a definite provision 

m it to cover up and include all the principal varieties of Indian 
cotton. 


r Again, on an average India used to produce annually 
J to G m,llion b ales of cotton right up to 1012. Since then 
the annual production has gone down to about 1 to 5 million 
bales. Of these roughly about 3 million bales are covered 

•„.* C \ But thc c l uestion is what about the remaining 
P ° “ ^“bon bales? Should they be regarded as ‘'Orphans” ? 
ven the so-called “orphan" cotton can now hope to find thc 

urn°“rt C Y. n . f ° reign ^ fact one should not be 

urpnsedjfjnthc near future one finds thc revival in the 

cum^ and u COnsUm P tion of those styles. In these cir- 
s V stemh!% ^. beComes . im P er ativc to overhaul the existing 

which e , H u CC ° f the reSt ° f the descriptions 

whic h will be produced in this country. With 

Colton”—H. 1944 . t0 * <ThC HcdgC contracl *Y* tcm for Indian 
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a. view to making the system comprehensive and thoroughly 
scientific scheme it is not only essential and desirable but also 
in the interest of the trade in general that there should be a 
system of two futures contracts in Bombay and one in Karachi. 
They may be styled as (1) staple contract and (2) non-staple 
contract for Bombay and (3) Sind-Punjab Deshi contract 
for Karachi. This system would cover and protccta 11 the main 
commercial varieties of cotton produced and marketed in 
India. Other changes that should be incorporated in the 
system are (a) to raise the basic staple length of the staple 
contract from the present level of J" to (b) to adopt 
the commercial system of fixation of differences, (c) to relieve 
the trade from war-time provisions and (d) to decontrol the 
price fluctuations in cotton by throwing off the system of 
fixation of ‘ floor’’ and “ceiling” prices. It is needless to say 
that if these suggestions are carried out the system of cotton 
futures will tend to work for the benefit of those for whom 
the futures market in cotton is maintained inasmuch as the 
staple and non-staple contracts in Bombay will cover all the 
chief trade varieties. Cotton which used to pass under the name 
of “Bengal” will be amply provided for in the third contract 
to be workably only in Karachi. Such a system will then 
have a reasonably fair chance of becoming permanent and 
effective in its working to the satisfaction of all concerned 
with and interested in our cotton. 


Of course the difference of opinion as to the number 
of contracts in a system of cotton futures is bound to prevail 
as it has been done in the case for the last so many years. But 
the well-informed and more enlightened section of the com¬ 
mercial community should now come forward and cement 
this difference once and for all by adopting a system which 
should go a long way to achieve the largest good of the largest 
number. We therefore feel that the time has now come when 
the authorities should not hesitate in giving a proof of their 
courage of conviction and boldness of action bv implementing 
the required changes in the system at the earliest moment. 
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Conclusion —'To sum up, it may be observed that (I; 
the system of cotton futures in India has worked on fin- 
basis of 7 contracts during the World War No. I and on tin- 
basis of a single contract duiing the World War No. f'2) in 
between the two great wars the trade worked on the basis 
of five and three contracts, (3) for the last 30 years from 1910 
to 1946, the method of “trial and error” was followed with 
the result that the system continued to drift on without arriving 
at any concrete structure of a scientific schemeof futures. 'I) for 
one reason or another it has not been found posdhle t<» 
render the system free from doubts, suspicions and misgivings 
till now, (5) the time is now most opportune for reconstruct¬ 
ing the entire structure of the system of cotton futures in India, 
(6) the system should be made perfect in all its aspects and 
phases so as to embrace all the principal commerical varieties 
of Indian cotton which would suit the many-sided require¬ 
ments of all the sections of the trade, etc. and f?) the revised, 
reorganised and reconstructed system should be able to ulti¬ 
mately stand the test of all fundamental principles of the 

theory of futures trading in an agricultural commodity like 
cotton. 


o- P': Dholakidy P/i.D ., is Professor of Colton [uhstn 

oir Piatapsmhji College of Commerce , Baroda. 
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INDO-EUROPEAN COINAGE 


By 

P. M. Joshi 

Lulo-Poituguese Coinage: —The fust mint in Portuguese 
territory in India was opened in loll) at Goa soon aftei Albu¬ 
querque conquered that port from the Kingdom of Bijapur 
and here money in gold, silver and copper was forthwith 
coined.’ In order to make this new money current in Goa, 
Albuquerque decreed that “no one should keep any of the 
coinage of the Muhammadan King in his house, nor make 
use of it under severe penalties ; but whoever had any should 
carry it to the mint and get it exchanged for him with that of 
the King of Portugal.*’ 1 2 At the same time the Hindu coins 
in use at Goa were allowed to remain in circulation. 3 


The gold coin minted by Albuquerque was the cruzado, 
later called the Manoel in honour of Don Manoel V '1495-1521) 
the reigning monarch of Portugal. I he weight of this coin 
was about 53 grains which thus confoimcd to the Pagoda 
weight standard. In size also it conformed to the Hindu 
coin. On the obverse the cruzado had a cross of the order 
of Christ and on the reverse an armillary sphere, the clc ' lc ‘L 
of King Manoel. Albuquerque also issued a meio or halt 
Manoef which as its name indicates weighed and was in value 
equal to half the cruzado. It had the Latin word mca meaning 
mine and the royal Crown of Portugal on the obverse and an 
armillary sphere on the reverse. 4 No other gold coins appe 
to have been struck at the Goa mint during Manoel s leign. 

In silver Albuquerque issued a coin called the espera 
and another a half its value, the maia esperaThese corns 
weighed about 25 and 12 grains respectively and had the sain 

1 J. B. B. R. A. S. XIV, 261*; Commentaries II. 128-130 ; N. Ctrc. 

13584,13865. 

2 Commentaries II, 131. 

3 T- B. B. R. A. S. XIV, 269. 402. 

4 N. Circ. 1012, 13584; J. B. B. R. A. S. XI\ , -'6. 
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devices, the cross of the order of Christ on the obverse and an 
armillary sphere on the reverse. 1 The issue of these silver 
pieces was suspended in 1519 and no more silver struck in 


Goa till 1550. 2 


The copper coins struck by Albuquerque were the leals 
and dinheiros or dinheiros ccpaquas as they were finally 
called. 3 The average weight of a leal was about I 20 grains 
and it had on the obverse a cross of the order of Christ and 
on the reverse the ever recurring armillary sphere.' 1 The 
dinheiro had a similar reverse but had the arms of the Portu¬ 
guese King on the obverse. Three of it went to a leal. 3 
Below the copper series was a tin coin called rod a issued by 
the Senate or city authorities of Goa soon after the mint of the 
city started work. This coin had on the obverse a wheel 
(roda) of St. Catherine, the patron Saint of Goa and on the 
reverse the coat of arms of Portugal. This fashion of using 
tin for coins came from the Portuguese far-eastern possession, 
Malacca, and spread later to other Portuguese mint cities, 
like Diu and Daman. 6 All the Goa coins, gold, silver and 
copper, were issued without any mint mark there being at 
that time no other Portuguese mint in India. A mint mark 
was probably first introduced after a mint was established 
at Cochin in 1544 for the issue of copper bazarucco, and in 
1568 for the issue of gold and silver pieces. The mint marks 
subsequently adopted at the Goa mint arc, a wheel, GAG 
GOA, DGOA, and DEGOA. 7 


. Albuquerque’s scheme of coinage was avowedly adopt¬ 
ive, there is nothing original either in his weight standard 
or in his nomenclature. He merely gave old Portuguese 
names for new coins and for size and weight took for his models 
the coins he found in circulation in Goa , 8 a procedure simi¬ 
lar to that Muhammad bin Sam. 


N. I. P. 53 


1 Commentaries II, 129 ; J. B. B. R. A. S. XIV, 271 

2 N. Circ. 1912, 13865. 

g™;“: b!’b 12 r.a.s: L *£ R - A - s - 

o terrs!^: &*■ B - R - A - s - ^ * n - 1 - 

l S;S ,r £- 1912 ’ 13865 - 

8 Cf. J. B. B. R. a. S. XIV., 270, 402. 
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As already noted above, after the conquest of Goa in 
1510 gold coins were issued for a short period only. Their 
minting was then discontinued till 1549. But in the mean¬ 
while St. Thomas had been adopted by the Portuguese as the 
patron saint for India and his effigy was stamped on the new 
gold series initiated by governor Garcia de Sa (1548-1549) 
during the reign of Don Jofio III (1521-1557). This coin 
was called S. Thome or St. Thomas. It had the crowned 
arms of Portugal with Latin abbreviations of the King’s 
name on the obverse and the figure of St. Thomas, standing 
with letters S and T on each side and the Latin legend “India 
l ibi Gossip' on the reverse. The weight of the S. Thome 
was 193J grains. From this time onwards until the closing 
of the Goa mint in 18G9 all gold pieces issued from it were 
called S. I homes. On some coins the saint was seated, on 
others standing and on still others there was only the cross 
of St. Thomas.’ A quarter S. Thome was also issued by 
Garcia de Sa, 1 2 but the lower denominations were not called 
half, quarter, etc. The terms S. Thome was used in a generic 
sense and its various denominations were reckoned in terms 
of their value in silver coins issued about this time and called 
the Xcrafins. Thus we get S. Thornes of 12, 10, 8, 5 Xerafins. 3 
No S. Thome of 12 Xerafins was issued till 17G2 and the value 
in Xerafins was not displayed on any S. Thome’s earlier than 
177G. 4 


The minting of silver coins was also suspended in 1519 
and after that silver coins were struck at the Goa mint in 1550 
when the Viceroy AfTonso de Noronha ordered the issue of 
silver pieces. The cross of Christ device, however, was not re¬ 
newed. The new silver issue had the likeness of a saint stamped 
on one side and the coins of this series were known as silver 
S. Thome’s or Patacocs. 5 But whereas the gold coins dis¬ 
played only the effigy of St. Thomas the figures on the silver 
pieces are those of St. Sebastian, St. Philip and St. John 


1 N. Circ. 1912. 13585; J. B. B. R. A. S. XIV, 412. 

2 Ibid., ibid. 

3 N. Circ. 1912, 13319. 

•1 N. Circ. 1912, 1.3591, Cf. M. G. M. 53 (No. 3). 

r> /. B. B. R. A. S. XIV, 413. 
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the patron saints of the respective kings in whose reign the 
pieces were issued. In 1569 Government regulations were 
issued to strike a silver coin of 22 grammes or 568*8 grains with 
the efhgy of St. Sebastian on one side and tlie arms ofPortug.il 
on the other. Half denominations were also to be issued. 
The coins were to be called Xcrafim and half Xcrafim. A 
smaller silver coin called Tanga weighing 1*1 grammes or 
67*6 grains was also instituted. 1 1 he copper value of the 
Xerafim from first to last was always kept constant at 590 
reio, but its weight varied greatly in the course of Goo years 
during which it was used. In 1501) when it was first minted 
it weighed 19 grammes or 292*6 grains, though according 
to regulations its weight was fixed at 22 grammes ; from 
1640 to 1650, 11 grammes -(109*4 grains) ; from 16 a 0 to 
1726 about 10*4 grammes ( 160*16 grains) and I font 1726 
onwards only 5*8 grammes (89*62 grains.) 2 About 
1594 the Goa authorities introduced a new silvci coin in their 
currency. This was the Tanga. Originally the weight 
of this coin was about 72 grains, thus definitely linking it with 
the larin of Bijapur. But just as we find (he weight of the 
Xerafim progressively reduced, similarly the weight of the 
Tanga also underwent change and we find that during the 
reign of Don Filippe (1621-1640) the Tanga issued from Goa 
weighed only about 40 grains. Along with the tanga was 
minted the half tanga which also suffered similar vicis¬ 
situdes. 3 The word rupee did not appear on any Goa 
coins till 1775 when a coin weighing 165 grains was issued 
with the legend Rupia stamped on it. 4 

The Diu mint was opened in 1685. Till that date coins 
for circulation at this place, Xerafim, half Xcrafim and Tangas 
were coined at Goa and are mentioned as having been specially 
issued for Diu. 5 The coins struck at Diu mint followed the 
Goa issues in weight standard, devices and legends. 


1 N. Circ. 1012, 138(>C»-l 3X(>7. 

2 N. Circ. 1012, 13807. 

3 N. I. P. r>4. 

4 N. Circ. 1013, 3S. 

-5 N. Circ. 1012, 13314. 
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Besides gold and silver coins the Portuguese also issued 
coins in tutenag and copper. Some coins of the latter metal 
have been already noted. The early copper coins of Goa were • 
leals or bazrucoes. Later on was introduced another copper 
piece called the real, five of which were equal to four leals.* 
During the eighteenth century the copper coins consisted 
of the Atia equal to 15 reis, half Atia and quarter Atia. In 
tutenag we have five bazaruco pieces varying in weight bet¬ 
ween 130 and 14G grains. Both the varieties of coins have 
a crude and imperfect representation of the crowned arms 
of Portugal on the obverse and the cross of the order of Christ 
with the date on the reverse. 1 2 


Coinage of the East India Company :—In 1G71 the Court 
of Directors, agreeing to Aungier’s suggestion for a mint at 
Bombay, gave permission to establish one on the island. 
By the end of December of that year striking of coins had 
begun, but it was restricted to copper and tin only. Aungicr 
was all ready to launch the project vigorously and had pre¬ 
pared specimen silver coins called Angelina. The gold coin 
according to him was to be named Carolina. The copper 
pieces were to be called Copcroons and the tin ones Tinnics. 3 
The mint continued to coin the copper piece which passed 
current in the island of Bombay, in the adjoining Maratha 
kingdom and also in Portuguese territory. The minting 
of gold and silver remained in suspense. 4 Meanwhile the 
company pondered over the question and in 1G76 the Bombay 
factory was permitted to coin money of gold, silver, copper, 
tin, lead or any metal compounded-of these, and to be called 
rupees, pices and budgrooks or any other name not current 

in England. 5 


The weight of rupees minted in Bombay during the- 
reign of Charles II varied between 167-8 grains to 198* 4 
grains. These coins represent two or three types of legends 
and devices. One type of rupee had on the obverse wit in 


1 Whiteway, 08. 

2 N. I. P. 55-56. 61-63 : N. Circ. 1012, 13310. 

3 E. F. I. 1670-1077. 52-53 ; N. C. 1906, 355. 

4 E. F. I. 1070-1077. 108. 

5 N. C. 1000, 357 ; Thurston, 16-17. 


a 
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beaded circle the words “Mon Bombay. Aglic Rcgims. 
7” and in the outer circular margin “A Deo Pax & Incre- 
mentum.” The reverse had a shield of arms of the Company 
within a beaded circle and the words “Ind. ori. Hon. Soc- 
Aug.” in the outer circular margin. Still anothci type had 
on the obverse the words “The rupee of Bombaim” m the 
centre with the words “By authority of Cliailcs the Second 
1677” around ; and on the reverse were the royal arms oi 
England in a shield with a crown above the shilod and the words 
“King of Great Britain, France and behind around. Still 
another type had on the obverse a shield ol arms between 
two wreaths and on the reverse the words “Pax Deo within 
a beaded circle and the words “Moncta Bombainsis with 
or without date around.* With the second type mentioned 
above the regular issue of dated coins appears to have begun. 
The fanciful names of Aungier were now discontinued 1 2 3 and 
the silver coins of Bombay were known as rupees. Halt 
rupees of the last type were also minted. 0 A silver rupee 
of James II struck in 1687 confirms to the last types of Charles 
II rupees mentioned above. 4 Copper pice with devices 
and legends similar to the fust type of rupees already des¬ 
cribed were minted probably from the same die as the rupee. 5 
Later copper coins were issued with company's bale-mark 
on the pice and half pice and the English crown on the double 
pice. The reverse legend on these pices was “Auspicis Regis 
et Sonatus.” 6 The minting of this type started early in the 
eighteenth century and continued till the reform of East India 
Coinage in 1835. 


The company soon discovered that they could not con¬ 
tinue coining rupees with the name of the English king, but 
had toconfrom to the Mughal types. So that we find that the 
English gold and silver coins issued during the eighteenth 
century were exact copies of the Mughal coins under Shah. 

Alam II. 


1 Atkins, 137-138 ; I. A. 1882, 314-315 ; Thurston, 1*. 

2 N. C. 1900, 357. 

3 Atkins, 137 ; J. A. S. B., 1921, 10-18. 

4 Thurston, 21. 

5 Atkins, 140, Thurston, 19. 

6 Atkins, 140-143. 
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For the Madras Presidency the company first adopted 
the pagodas, fanams and copper coins known as cash. These 
were coined first about the year 1671 at Fort St. George ; and 
' in 1G8G a charter was given to the company to coin any money 
such as was usually coined by the South Indian rulers. With 
the establishment in the South a Muhammadan principality 
at Arcot we find the company adopting also muhars and 
lupecs. The Arcot mint of the company was established 
in 1718 and after that we find the company issuing coins in 
accordance with both the monetary systems of India, striking 
muhars and pagodas in gold, rupees and half and quartei 
pagodas and fanams in silver and copper coins of various 
denominations with Tamil legends.’ 

The establishment of an independent coinage in Bengal 
W'as of a much later date. Until the year 1757 the only indul¬ 
gence granted to the company was the privilege of having 
bullon converted into coin at the mints of the Nawab, which 
were at Dacca, Murshidabad, and Patna. 1 2 The company 
was permitted to have a mint at Calcutta in 1759 or 1760. 
“You shall coin gold and silver of equal value and fineness 
with the Ashrafces and rupees of Murshidabad in the name 
of Calcutta. In the suburbs of Bengal, Bihar and Orissa, 
they shall be current. 3 

The only gold coins the company issued in Bengal were 
the old and new standard muhars known as the “19 sun siccas” 
as all of them bear the 19th year of Shah Alam’s accession 
on them. The old standard coins have oblique milled edges 
and weigh 190 grains, the new standard have upright milled 
edge and weigh 204 grains, but being of a lower degree of 
fineness were equal to the old in value. 4 

The first silver coinage issued from the Calcutta mint 
was known as “four sun siccas of Alinagar—Calcutta” called 

1 Thurston, 29-38 ; Atkins, 133, 103; I. M. C. IV, 1 10-145. 

2 Atkins, 132. 

3 J. A. S. 15. 1893, 53. 

4 Atkins, I P.). 
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by that name because they were coins minted or bearing the 
figure the fourth regnal year of Emperor Alamgir II. I he 

obverse of these coins had the following legends : ‘ 





J U and 


tlic reverse gave the mint 


name and regnal 


year 







There arc many varieties of rupees, besides Calcutta 
they were struck at Dacca, Mursliidabad and Patna 
mints. The coins show part only of the legend and arc diffi¬ 
cult to distinguish from Mughal issues. An improvement 
was, however, effected in later years and one date only appears 
on all rupees struck after this. They bear the date 19th year 
of the reign of Shah Alam II. These new “19 sun siccas” 
were declared by the company to be the only one allowed 
to pass as authoritative [coins. ’ In I 790 machinery was sent 
out to Calcutta from England and coins of modern type with 
milled edges were struck. 2 


Indo-French 3 —The pagodas issued by the French 
East India Company bore on the obverse the figure of Vishnu 
and on the reverse on a granulated surface (an essentially 
Mahomedan device in deference to the wishes of the Maho- 
medan states of that period). This coin was of the same value 
as that of the star pagoda of the English Company, the Dutch 
pagoda bearing the legend Tagnapatam and the Danish 
pagoda of Christian VII. This crescent pagoda ceased 
ovvever to be minted long before the revolution, the Pondi¬ 
cherry mint having issued thereafter only three Swami Pagodas 
or the use of the settlement of Yanaon, similar to Madras 
pagodas, with the figures of Vishnu and his consorts, on the 
0 verse and the crescent on the reverse. 


1 Atkins, 149. 

2 J- A. S. B. 1930, N. is. 

torv 3 \W,? llow i ng ^ ourccs ha ' c bctn uscd lbr this section (1) Zay, E. His- 
French Cn n s rC /oN c C ° lon J icS Fran vaiscs, 269-334, (2) Desikachari, T. : Inclo- 

S - B - II, 102-108) ?%) n i / m! c/lV^O-ul. Ind °* Frcnch Coins Anthro P 
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Coming to the silver money, Fanams began to be issued 
in the year 1700 and twenty-six of these went to a gold pagoda. 
These fanams were originally made as nearly as possible of 
the standard then prevalent in the country. But the value 
of the currency having increased they were soon taken out 
of the country as there was profit in exporting them. The 
Company thereupon devised a system whereby fanams of 
less weight, but still twenty-six to the pagoda were issued, 
though really thirty-two of these were equivalent to the pagoda. 
This had the effect of keeping the fanams within Pondicherry 
and its territory. The designs on these coins however conti¬ 
nued unaltered till the beginning of the 19th ccntuiy except 
for the only change introduced by the substitution of the 
arms of the new company for those of the old company. 


Three denominations of fanams were issued, “the fanon,” 
“the double fanon,” and “the half fanon”. The earliest single 
fanam bore on the obverse, within a circle the legend Pondi¬ 
cherry 1700 ”; in the centre a fleur de lys and the reverse 
within a dotted rim four double lines forming a cross and 
joined by a circle with a fleur dc lys in the centre. The 
double fanam had on the obverse a dotted rim within a dotted 
circle, a fleur de lys beneath a crown ornamented with fleur 
de lys. The reverse followed the fanam. These types are 
essentially French, for there appears to have been no restric¬ 
tion imposed on the types of the silver and copper coinage 
of the country. The two types of fanams above referred to 
were evidently issued by the first company. The coins by 
the second company bear no distinctive marks to indicate 
the year in which they were issued. They comprise singe 
and double fanams bearing on the obverse a small crown 
ornamented by a floral design and on the reverse five fleur 
de lys. These are ordinarily met along with the Puduchcr 
or “Koli kas” in the bazaars of almost all the Southern Dis¬ 
tricts The archives of the Pondicherry mint haying been 
destroyed and the dies having disappeared, it « »»poss.ble 
to assign these fanams to any particular period. The type 
fanam? of the third period is that bearing on the obverse die 
Gallic cock with the right claw on a globe, and d< > 
on the reverse a crown ornamented as in the last of coin . 
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The copper coins of the company which were of subor¬ 
dinate importance of three types; the commonest arc: (I) 
those with the legend of Puduchcii in Tamil on the reverse 
and a large fleur dc lys on the obverse, iL') the Gallic cock 
on the obverse and a reverse which is the same as that of the 
first type. 

The French rupee, which in course of time was greatly 
in request as of the finest silver obtainable in India during 
those times, was aftci the model of the A root rupee. Bui it 
was issued neither in the name of the < ompany nor of the 
French Government, but in the name of successive Mughal 
Emperors as was done by the English Company. 

The settlement of Yanoan, Masulipatam, Malic, Chan- 
dranagore and Surat had each their distinctive coinage. The 
Yanoan Pagoda had on its obverse, three figures, standing 
Venkateswara and his two consorts, and on the reverse, on 
a granulated surface, the crescent as on the Pondicherry 
pagoda. The coin was minted at Pondicherry for the use of 
the settlement of Yanoan. Silver rupees and copper dubs 
were coined for the settlement of Masulipatam, 1G to 18 dubs 
having exchanged for a rupee. The rupees were much like 
those of Pondicherry and their distinctive mark was a trident. 


The copper dubs bore on the obverse the name of the 
Delhi Emperor and gave the year of his reign and on the re¬ 
verse the legend “Matchipathan” and the regnal year. Rupees 
and fanams intended to meet the exigencies of the local cur¬ 
rency of Mahe were struck at Pondicherry. Though of the 
same fineness and weight, these coins were slightly broader 
than those intended for use in Pondicherry and were not 
received as legal tender in that settlement. Five of these 
tanams went to the rupee and fifteen bichcs (paisas) in 
■copper formed the value of each fanam. Half and quarter 
rupee as in Pondicherry were also struck for Mahe. The 
Mahe fanam had on its obverse a Persian legend in two 

Gom P anie ” and on the reverse in two lines “Bhut- 
c en p and the year of the Christian Era. The Biches 
oore on the obverse five fleur de lys and on the reverse the 
year of issue in the Christian era. 
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The privilege of coining money in Bengal was obtained 
in 17.59 by M. Dupliex and a thousand piastres were sent to 
Murshidabad for being converted into rupees for the use of 
the settlement of Chandranagore. The rupees so struck were 
in the name of the reigning Emperor of Delhi giving his regnal 
year as in the Pondicherry rupees, but bore the distinguishing 
mark ol a Jassamine flower. The denomination ranged from 
2 to 1/64 of a rupee. 

In 1740 the privilege of coining rupees for the use of the 
factoiy of Surat was obtained from the Mughal Governor of 

that place ; these bore the words and gave the 

name of the reigning Empcior of Delhi with his regnal year 
and the Hijri date. 

Indo-Dutch and Indo-Danish Coinage .—The coinage of 
the Danish and Dutch East India Companies followed 
closely that of the English and French companies. The 
Dutch coined gold pagodas at Pulicat and the Danes at Tran- 
qebar 1 in imitation of the Hindu coins as the other two 
European companies had done. 

A Dutch mint was established at Pulicat in the Golconda 
kingdom in 1646 and gold and copper coins were issued from 
here in the name of Abdullah Qutb Shah. The gold coin 
was the Pulicat pagoda 2 whereas in copper they issued 
1, 2, 3, 4, 5, and 8 cash coins. 3 These copper pieces had 
on the obverse the bale-mark of the company with a P above 
and on the reverse a corruption of the word “Palleaatta 
and in the field a G. Perhaps the initial letter of Geldria 
the name which the Dutch gave to their fort at Pulicat. 4 

In 1G90 Negapatam became the head office of the Dutch» 
Company on the Coromandal Coast. It is likely that the coin¬ 
age of the Pulicat pagoda ceased shortly after this date. The 


1 Relations 92. 

2 Scj Pag *s S2-32 -*nte. 

3 X. Circ. 1939, 123 . 

4 X. Circ. 1936, 123 . 
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Pulicat gold and silver coins mentioned after this date were 
perhaps the coins known under this name but struck at Nega¬ 
patam. 1 The copper coins of Negapatam have on the ob¬ 
verse an N standing for Negapatam and the letter V O C, 
initials of the Dutch East India Company's name, Verinigte 
Ostindishc Compagnic. The reverie of these coins gives 
the mint name in Tamil. Some of the coins have a P on the 
obverse for Pulicat and the letter V O C and a representation 
of the sun and the moon on the reverse with the mint name 

in Persian as z 


On the Malabar Coast at Cochin the Dutch issued silver 
fanams and tin and copper coins. At Madura and Tuticorin 
they issued pagoda and at the latter place they struck rupees 
in 1788 and 1789, but these have not yet come to light. 3 


The Danes came to India in 1G18 and obtained a foot¬ 
hold at Tranqebar and later at Porto Novo and Calcutta. 
They issued silver, lead and copper coins, 4 Gold pagodas 
ofthereignof Christian VII (17GG-1S0S) arc known. 5 The 
Danish silver coins, like other European issues in the South, 
were called fanaos. The first silver coin under Christian V 
(1670-1679) was called a Piaster, but the name was soon 
changed to the one current in the country. One fanao, 
2 fanao and 5 fanao pieces arc known. The name continued 
till 1716. After that date the coin was called Royaliner 

which soon changed into Royalin. The Royalin. 6 was in 
reality a half rupee piece. 


Danish copper coins were the standard South Indian 
ash pieces, the cash coin varying in weight between 12 to 
0 grams * One, two and four cash pieces of Danish mintage 
are common. Lead 4 cash pieces were also issued. 7 All 
tne^Damsh. coins exhibit on the obverse the initials of name 


i 1936 > 123-124. 

? ftiM* 19 ° 8 ’ 343-344. 

3 JJ*£ ,rc * 1936 > 104-165. 
t 5‘ JM- 1912 > 390-393. 

0 B S i !2!2’ 393 »T A - S- B. 1934, N80. 

7 B n J T \} 912 ’. 39 °-393 ; J. A. S. B. 1934, N80. 
• D. IN. J. loo. Clt. 
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of the reigning Danish king and on the reverse Danish heraldic 
devices in some cases in initials DOG (Dansk Ostindisk Com- 
pagni) in a monogram and the name of the coin or its denomi- 
nation in others. In some cases the reverse shows only the 
initials T. B. which stand for Tranqebar. 


From the point of execution and workmanship the Indo- 
European coinage fell far short of the high standard obtained 
m Mughal issues. Speaking of the Indo-European coins in 
general Captain Tufnell observes : “When one looks at these 
rude caricatures of coins, and then compares them with the 
clear-cut issues of the Mughals and Pathans struck centuries 
before, fine in designs and exquisite in workmanship, with 
every letter well defined and clear, one can hardly believe 
that we were posing among them as a civilised power.”' 
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